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Preface 



This book takes the measure of democracy and reaches out to all con- 
cerned citizens. It is not an academic treatise with pretensions of sci- 
entific objectivity, but plainly mirrors the views of the author. The 
limited critical apparatus will refer to the most important sources and 
serve as an aid to further study. No attempt is made to cover the litera- 
ture in a systematic way. 

The only work I want to mention at this point is La Democratie en 
Amerique, by Alexis de Tocqueville. It appeared in two volumes in 
1835 and 1840, and was based on personal observations made dur- 
ing a voyage around the United States in r83i. The author had just 
reached the ripe age of 26 and was not burdened by the baggage of sci- 
entific merit. We may well ponder the fact that almost two centuries 
later we have been unable to significantly increase our understanding 
of the essence of democracy. 

The subtitle of this book, To achieve a global plus-sum game , requires 
a short commentary. A society exists in order to produce added value 
for its members through fruitful cooperation. The internal rules of the 
game should therefore promote value-enhancing plus-sum games and 
minimize futile zero-sum play. Destructive minus-sum games should 
be totally unacceptable. By defining these interrelations in mathemati- 
cal terms, game theory becomes applicable and fundamental insights 
can be gained. The reader will, however, be spared formulae and deri- 
vations. 

The focus is on modern, large-scale democracies; historic and pre- 
historic precursors are discussed only in relation to the main theme. 
Neither have I tried to pin down a definition of democracy or to deal 
at length with the advantages and disadvantages of democratic gov- 
ernment. The superiority of democracy is taken for granted. The in- 
terested reader is referred to an earlier work ( The Spirit of the Game) 
where these questions are taken up in a broader context. 

The Spirit if the Game appeared in 1993 and carries the subtitle Navi- 
gational Aids for the Next Century. In the present book the aim is 
the same: to try to warn and to guide, to point at dangers and pitfalls 
while shedding light on resources and opportunities. Our challenge is 
to shape the future, without false presumption but with firm convic- 
tion. 
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Introduction 



The history of mankind can be perceived as an extended tutorial in 
plus-sum games, slowly learning the art of productive cooperation be- 
tween individuals, groups, tribes and recently even nations. Construc- 
tive collaboration always requires a certain amount of trust, which 
implies a moral foundation. As communities grow, so too does the 
scope for free-riders, and cheating tends to proliferate. A correspond- 
ing increase in moral resources becomes imperative in order to uphold 
voluntary, democratic cooperation. The alternative is an autocratic, 
even totalitarian society. 

Lately, the democracies have gone from strength to strength, politi- 
cally as well as economically. Today, we regard democratic societies as 
self-evidently superior, which may well be right. But we are laboring 
under a dangerous delusion when such self-conceit leads to presump- 
tions about the final supremacy of democratic countries. Democracy is 
not only the best - or the least bad - mode of government, but also the 
most demanding. It rests on foundations that are constantly exposed 
to erosion. 

A short flashback to our recent history serves as a lesson in humility, 
particularly for us Europeans. In the shadow of Hitler and Stalin, very 
few futurologists would have bet on democracy in the early 1940s, at 
least in our part of the world. The almost universal retreat of the intel- 
lectual establishment from democratic ideals is particularly depress- 
ing even in retrospect. Sundry variations on socialism and a planned 
economy were dominant even in liberal circles. The admonitions of 
Karl Popper and Friedrich von Hayek fell on deaf ears, when they 
warned against the imminent totalitarian threat of sweeping govern- 
ment control. 

Even in the bright light of hindsight, the resurgence of democracy 
in the post-war period seems nothing less than miraculous. The leftist 
intelligentsia proclaimed in unison the inevitable victory of socialism, 
while the conservatively minded were inclined to accept it as a fact 
with a sigh of resignation. The majority of mankind was already in 
the grip of decidedly un-democratic regimes and the home front was 
undermined by devoted communists, Maoists, pacifists and assorted 
fellow travelers. The concept of democracy itself was prostituted and 
began to lose its meaning. The market economy became a term of 
abuse. 
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Fortunately, ordinary people retained a healthy skepticism toward 
the blessings of world revolution. Ex-communists offered testimony 
of the actual practice of socialism and social democratic politicians 
repeatedly demonstrated the courage of their convictions in the fight 
against communist infiltration. Even so, the game would have been 
lost without the resolute foreign policy and military readiness of the 
United States. The gradual re-structuring of Europe could take place 
only under cover of the US nuclear umbrella. 

Socialism was finally discredited by the implosion of the Soviet 
Union. This was not due to the attractions of democracy, but to the 
self-destruction of the planned economy. The self-organizing dynam- 
ics of the market economy eventually created a decisive competitive 
advantage, both politically and militarily. The decay of the Soviet state 
and the disasters of Maoist policy laid bare the inherent contradictions 
of Marxism. Dearly bought experience turned the minds of Mao’s suc- 
cessors, and they have tried, with some success, to combine control 
and repression with the evident benefits of free markets. 

We would like to see democracy and the market economy as a 
global panacea against all the ills of society, or at least as guarantor 
for economic efficiency and competitiveness. The obvious strengths of 
democracies are openness and transparency, adaptivity and creativity, 
even if the practice of democracy will remain constantly in dispute. 
The question stands: do people in general have the will and the ca- 
pability to accumulate and maintain the moral capital which is indis- 
pensable for sustained democratic rule? 

This is the challenge of democracy, which will be examined from a 
variety of angles. A foretaste of the problems is provided by the cur- 
rent wave of nostalgia for ‘good old socialism’, which has found a 
fuzzy focus in the anti-globalization movement. Democratic learning 
is indeed a slow process, where emotions and inherited attitudes usu- 
ally prevail. The democracies, on the other hand, have a wonderful 
capacity to integrate even the most radical dissidents. Puerile thought 
experiments, containing a few grains of truth, are eventually refined 
into sensible contributions to the political process, and young rebels 
may over time become pillars of the community. 

The health and vitality of the democracies is certainly our primary 
interest, but the challenge of democracy also has a missionary aspect, 
as it were. Our entire system of values is questioned, not only by fun- 
damentalist fanatics, but by millions of less articulate people around 
the world who cling to their traditional ways of life. As immigrants, 
particularly Moslems have difficulties in accepting democratic ideals 
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and mores. The multitude in the less developed countries is an even 
greater challenge. 

Human progress is reflected in the realization of ever greater, value- 
generating plus-sum games. Honesty and transparency are the key to 
success. Only by leveraging our scant moral resources can we hope to 
inculcate fair play and create the preconditions for worldwide demo- 
cratic cooperation. Whatever the outcome, democracy is the only po- 
litical system worthy of man. Whether or not mankind can live up to 
this dignity remains an open question. 



Part I 

The foundations of democracy 

The first part of the book recounts the emancipation of 
man into a socially competent and morally sentient being. 

* The human psyche comprises a number of invariables that 
can neither be eliminated nor ignored. But we can control 
and, at best, even exploit these forces of nature. 

"The fruitful interaction of technical and commercial en- 
deavors can be consistently played out only in a market 
economy, featuring private property and a stable monetary 
value. 

*The rise of democracy can be understood as a reduction 
to practice of basic Christian values. The renaissance, the 
reformation and the enlightenment were steps on the way 
to the liberation of the human intellect. 

* The crises of democracy in the first half of the twentieth 
century taught us a hard lesson about the consequences of 
a moral breakdown. 

* Ultimately our halting ethical evolution is dependent on 
an elusive, spiritual inspiration. Democracy as such is an 
empty vessel which must be filled with meaningful con- 



tent. 



Chapter i 

Human nature 



Human behavior is the product of the interaction between genetic na- 
ture and self-made culture . 1 Evolutionary psychology tries to unravel 
the influence of our inherited nature as it has been formed by millions 
of years of social experience. Group selection gave rise to new, innate 
rules of human interplay that allow efficient cooperation within the 
group. This inherited morality allows the members of a tribe to com- 
bine internal competition with trustful collaboration. Humans are well 
adapted to pass on the crucial cultural heritage to the next generation. 
However, great difficulties are encountered when the moral capital 
must be enhanced in order to allow for value-creating plus-sum play in 
large, heterogeneous populations. 



i.i Nature or culture 

What is man? How does he or she react to fellow human beings? How 
are they shaped by their environment and genetic heritage? We urgently 
need at least provisional answers in order to understand the workings 
of human societies. Veritable verbal wars have been fought over these 
questions, with the opposing parties deeply entrenched in their emo- 
tional positions. Now that some of the furor has settled, verifiable cau- 
salities can be discerned. In most cases we are confronted with genes 
and environment, heritage and culture in varying proportions. 

The science of psychology has long been searching for a solid foun- 
dation. Psychoanalysis and behaviorism are two examples of pseudo- 
empirical theories that have lost their plausibility. Neurophysiology 
produces ever more detailed insights into the fundamental mechanics 
of the human psyche, but the leap to understanding Homo sapiens as 
a free agent appears insurmountable. Under these circumstances, evo- 
lutionary psychology offers a fresh point of view. 

The basic premise is that natural selection has impressed univer- 
sal patterns of behavior on our genome. Human emotions have been 
forged by evolution and are open to interpretation by analyzing how 
they might have improved fitness under ancient conditions. Strong in- 
ternal competition has shaped our genetic heritage. Each individual is 
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closest to him- or herself; family comes next and the tribal community 
claims the remaining reserves of altruism. Nothing is spared for the 
rest of humanity. 

Human nature has been seen variously as completely unchangeable or 
utterly malleable, depending on the ideological point of departure. The 
truth is that it evolves, slowly but faster than anticipated. According to 
C. Lumsden and E.O. Wilson (in Frometbean Fire 1983) it takes about 
fifty generations to genetically stabilize a cultural breakthrough. New 
dog breeds with highly disparate behavior can be developed in about 
twenty generations. The fast evolutionary change can be explained by 
extra-genetic modifications of gene expression, which does not require 
mutations of the DNA. 2 Such epigenetic divergences could partly ac- 
count for the difficulties of primitive peoples to adapt to civilization. 

Man, like other social carnivores, has an innate hierarchical reflex. Re- 
spect for seniority and expertise is universal in human societies and an 
elevated status is very desirable, particularly in the male line. But we 
are also devoted to equality, evident in the few remaining stone-age so- 
cieties. Our distant ancestors seem to have been radically democratic, 
albeit one should avoid overhasty conclusions on that score. A stron- 
ger hierarchical reflex may well have been a prerequisite for growth 
and prosperity, displacing the egalitarian tribes to the fringes. 

The territorial instinct is another trait we share with many animals. 
Hunting or feeding grounds are marked and defended against mem- 
bers of the same species, and the struggle for group territory can lead 
to all-out war. 

Researchers have been particularly interested in the behavior of chim- 
panzees. The males often cooperate when hunting baboons and the 
team spirit is strengthened when the band is on the warpath. Inferior 
groups are attacked without provocation and sometimes the conflict 
resembles ethnic cleansing. 

At best, aliens are viewed as competition and treated with suspicion. 
In humans, evolution has produced ethnocentrism. We have an innate 
tendency to look at the world from the viewpoint of the in-group. 
Differences in appearance, language or behavior trigger rejection. In 
many languages the word for humans is reserved for the natives. All 
outsiders are by definition nonhuman . 3 

Fundamentally we are all racist; xenophobia has been a survival 
factor. Humans do, however, have some freedom of action and are 
not tied to stereotyped reflexes. Many indigenous people have strong 
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traditions of hospitality. The peaceful stranger is welcomed as a bearer 
of information and as a potential trading partner. The sharing of food 
and drink is an ancient way of creating affinity and long-term reci- 
procity. Sooner or later the roles might be reversed. 

Among isolated tribes, such as the Inuit, Sami and Chukchi, hospitality 
even extended to putting their women at the disposal of the guest. This 
can be interpreted as insurance against the risks of inbreeding - very 
long term reciprocity indeed! 

Our strongest emotions and inhibitions have deep roots. Incest has 
been taboo in most cultures, the very few exceptions being royal per- 
sonages with divine status. Incest has always been rare, but not be- 
cause it was forbidden by law. It is a well-documented fact that hu- 
mans have an innate aversion to sex with close relations. The same 
tendency is evident in many mammals that instinctively minimize the 
genetic burden of inbreeding - the so-called Westermarck effect. Also 
the clear difference between male and female sexuality has a logical 
explanation in terms of evolutionary psychology. 

Both men and women are programmed to maximize the number of 
offspring. But a woman’s investment in pregnancy, as well as breast- 
feeding and infant care, is much greater. Even granted that a father 
is naturally disposed to care for his children, the man has an even 
greater interest in getting a free ride by planting his genes far and wide. 

A woman does not have a similar interest in the quantity of sexual 
encounters. Instead she puts a great value on quality and wants to 
pick and choose. Infidelity may be justified if the temporary partner is 
attractive enough. A nice husband who takes on responsibility for the 
children, and a lover with high status who sires them, can be bingo in 
the genetic lottery. 

We will be obliged to return to the gender question, an issue that for 
better or for worse is very current in modern democracies. Here I will 
only point out that the family is and always has been a central element 
in the social fabric. The future of society is at stake if men won’t take 
responsibility for their offspring. Edward Westermarck (1862-1939) 
was the first scientist to show that the family institution was not a 
modern invention but a human universal with very deep roots. 4 

Evolutionary psychology has of course many other strings to its 
bow. A propensity to conform - a herd instinct - is certainly part and 
parcel of our psychic set-up; there is even talk of genes for religion 5 . 
Well-known phobias, such as an aversion to rats, snakes, spiders etc., 
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probably go still further back to distant, pre-human ancestors. A major 
part of our psychopathology can, perhaps too easily, be explained in 
evolutionary terms. Surprisingly enough mild depression, widespread 
in our civilization, is open to interpretation in terms of evolutionary 
fitness. 6 

Monopolar depression can be understood as a personal protest against 
an environment that has exposed the self to stress, disappointment, 
trials or lack of empathy. Depression may be a deeply seated, instinc- 
tive reaction that puts pressure on the human environment to care, to 
help, to show sympathy. The sufferer simply goes on strike, which may 
improve his or more often her inclusive fitness. 

Indulgent concern is our spontaneous response which of course is 
the subconsciously intended effect. This may alleviate the symptoms 
but can impede the inevitable personal processing of grief. Condition- 
ing therapy is the clinical complement of evolutionary psychology. Sig- 
mund Freud (1856-1939) was on the right track when confronted with 
a hysterical woman who refused to get up. He shouted “fire”, at which 
the deeply depressed patient immediately got to her feet. 

Most phobias may be overcome by resolute therapy; deep-rooted prej- 
udices too are open to self-conditioning. The need for human contact 
is another redeeming feature of our psychological heritage. The isolat- 
ed human is not only materially powerless but emotionally amputated 
as well. The family and the community are the womb of the psyche; 
the campfires of distant times still retain their age-old attraction. Great 
literature often relies on deep insights into evolutionary psychology. 

In Madame Bovary’s Ovaries, David and Nanelle Barash reveal the 
background to the intrigues of famous (and some less famous) works 
of literature in terms of evolutionary psychology. The classical Greek 
tragedies as well as Shakespeare and Chekhov abound in clashes of 
archetypal, psychological forces to great dramatic effect. 

The most important conclusion of evolutionary psychology is that the 
human psyche comprises a number of invariables that can neither be 
eliminated nor ignored. On the other hand, we can control and, at best, 
even exploit these natural forces. The accelerating development of our 
culture constantly creates new tensions between inherited emotional 
attitudes, social norms and rational decision-making. We are doomed 
to live in this state of emotional maladjustment, a never-ceasing well 
of embarrassing conflict and painful creativity. 
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1.2 Group evolution 

Charles Darwin (1809-82) speculated on group selection in The De- 
scent of Man in order to explain the evident unselfishness in human 
relations even outside the immediate family circle. This view suggests 
that not only the individual (and his or her genes) but competing 
groups as well can be subject to natural selection. Altruistic behavior, 
which benefits the group, could then be genetically established, even if 
it is detrimental to the immediate interests of the individual. 

Over the years, group selection became an all too popular explana- 
tory model. Any evolutionary issue that seemed troublesome was 
thoughtlessly placed under the heading ‘for the good of the species’. 
Although such cheap ‘explanations’ have subsequently been discred- 
ited by scientists, they are still accepted by the laity. But evolution fol- 
lows a more sophisticated logic. 

Family ties are the natural basis of social relations. W.D. Hamilton 
(1936-2000) introduced the concept of ‘inclusive fitness’, to measure 
the influence of kin by quantifying the selfishness of genes. 7 The al- 
truism of insects of the Hymenoptera family, like ants and bees, is 
explained by the fact that the males are haploid, that is, they have 
only a single set of chromosomes. This means that sisters have 3 A of 
their genes in common and are therefore more closely related to each 
other than to their own offspring, which inherently promotes social 
cooperation. The physiological and social development of ants was ar- 
rested some 50 to 100 million years ago and is one of many examples 
of evolutionary stalemate. Every genetic move will mean a change for 
the worse. 

Evolution, however, rarely follows narrow predestined routes. Most 
Hymenoptera species do not build communities but are solitary or 
only tenuously social. Moreover, the workers of a beehive are not full 
siblings, since the queen usually mates with several males; even so, 
their cooperation is close to perfect. Furthermore, termites are not 
members of the order Hymenoptera and possess a normal, diploid set 
of chromosomes. Notwithstanding, termites are very social but they 
constitute the only exception among such insects! 

The widespread abuse of the concept of group selection made it an 
anathema to biologists who, like the economists, prefer to dismiss al- 
truism as a causative influence. Individual selection is and will remain 
the dominant factor, but group selection has nonetheless regained its 
legitimacy. 8 During human evolution, productivity and efficiency - 
that is the capability to play plus-sum games - became an important 
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competitive weapon and thus the subject of selection. The evolution 
of indispensable group morality will be discussed in the next section, 
but first we will take a look at a simple game-theoretic model that il- 
lustrates the conflict between self-interest and benefit to the group. 

Social and cooperative morality always requires some sacrifice or 
at least risk taking, a reduction of personal fitness for the good of the 
community. This conflict of interest is illuminated by a simple game 
matrix which for historical reasons is called the ‘prisoner’s dilemma ’. 9 

Two opposing players each have two alternatives for their move, hon- 
est cooperation or deceit. Cooperation gives the greatest added value, 
each player benefiting equally. Defection produces a better outcome 
for the deceiver, but the deceived player suffers an even greater loss and 
thus the added value of the game has decreased. If both players choose 
deceit, the value of the game is zero. The underlying logic can be il- 
lustrated using a market transaction. If the seller chooses deceit, for 
instance by supplying goods of inferior quality, he makes an additional 
profit, but the buyer’s loss is much greater. If the buyer delays payment 
and the seller has to rely on recovery, the situation is reversed. If there 
is mutual distrust, the transaction is aborted and no added value will 
be produced. 

The dilemma arises because deceit is the dominant strategy for both 
players. Defection always gives the better outcome regardless of the 
opponent’s move. The somewhat paradoxical consequence is that the 
potential added value will remain unrealized due to the lack of trust 
between the players. 

The primary function of society is to create and maintain the condi- 
tions for productive interplay. The destructive, egocentric logic of the 
prisoner’s dilemma must be overcome or circumvented. The solution 
should be voluntary, self-organizing and based on the long-term self- 
interest of the players or at least be compatible therewith. The situa- 
tion is more manageable if several games are played in succession. The 
defector can expect a superior gain only once since the potential benefit 
of all subsequent games is forfeited - the customer relationship is de- 
stroyed. The problem is to get the plus-sum game going. The first steps 
are risky for both parties, until sufficient trust capital is accumulated. 

One game strategy, called tit for tat, has proven very successful in 
computer tournaments with a great variety of competing programs. 

All programs play repeatedly against each other and ‘remember’ the 
outcome of previous confrontations. Tit for tat has only two instruc- 
tions. 
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-In the first confrontation, choose cooperation. 

-In the following confrontations, imitate the opponents move in the 
previous confrontation. 

Tit for tat is an ‘honest’ program but it will be fooled only once by the 
same player. It never gets the upper hand but is successful with other 
plus-sum players and best of all with itself. 

Computer simulations have shown that ‘honest’ software, such as tit 
for tat, can be successful even in a deceitful environment, depend- 
ing on the parameters. Thus a cooperative morale can be built from 
scratch, at least in silico. A prerequisite is a minimum proportion of 
honest players. Otherwise the potential plus-sum game cannot take 
off. Moreover, the game sequence should be extended and of indefinite 
duration. A specific end point would undermine the mutual trust of 
the players, which is assumed to be based exclusively on self-interest. 
It always pays to deceive in the last game and as this applies to both 
players, the deceitful gambit is carried back to the penultimate game 
and so on.... 

Dishonest strategies waste time on fruitless zero-sum games. They 
can only gain at the expense of the opponent. Poker is a typical zero- 
sum game where players try to deceive their opponents or at least to 
withhold all information. War is a destructive minus-sum game and 
calls for similar ploys - secrecy, deceit, surprise and ruses. In contrast, 
success in plus-sum games depends on openness and honesty. This al- 
ways involves risk-taking since the opponent may switch to deceit at 
any moment and thus appropriate the lions share. Therefore the mu- 
tual trust between the players is an essential resource that accumulates 
slowly, but can be wiped out in no time. 

1.3 The roots of morality 

The deceitful free-rider takes advantage of cooperative efforts but does 
not contribute to the cost, thereby improving his (or her) relative fit- 
ness. Such individuals must be kept in check; otherwise social morality 
and the propensity for playing plus-sum games cannot be imprinted 
on the genome. How has this been possible? 

Once more we find interesting clues in the study of our nearest rela- 
tives, the chimpanzees. The key concept is reciprocity. Among chim- 
panzees the rule is literally “scratch my back and I’ll scratch yours”. 
Deceit doesn’t pay; the only result would be missing out on delousing. 
The same principle holds coalitions of male chimpanzees together with 
the aim of maintaining or improving their position in the hierarchy. 
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After a hunt, the kill is distributed according to a system of spoils, but 
nobody is completely left out. Useful ‘inventions’ can also be passed 
on to the next generation. Chimpanzees, in short, show signs of human 
behavior in a rudimentary form . 10 

The ancestors of the chimpanzees and humans separated about five 
to six million years ago. Our own palaeontological history is fairly 
well documented, but we know next to nothing about the chimpan- 
zees. Probably they haven’t undergone any radical change. The chim- 
panzees are well adapted to their stable rain forest habitat and are not 
subject to significant evolutionary pressure. 

Brain volume is the best palaeontological yardstick for human devel- 
opment. What then was the reason behind the rapid expansion of the 
brain? After all, it comes at the cost of difficulties in childbirth and a 
higher metabolic rate. The modern brain accounts for one fifth of our 
energy consumption at rest and runs the risk of overheating in a tropi- 
cal climate - probably a contributing factor to our hairlessness . 11 

The evolution of mammals in the tertiary period (the last sixty mil- 
lion years) reveals an interesting parallel. The size of the brain of both 
predators and their prey has increased slowly and in step. Competitive 
pressure has been a pervasive driving force in the development of the 
central nervous system. 

In humans, competition between fairly isolated groups has probably 
been instrumental. Constructive plus-sum play emerged as the key 
survival factor, rewarding group cohesion and morality. The develop- 
ment of language was both a cause and a consequence of intensified 
cultural competition. The communication capacity or bandwidth, to 
use modern terminology, increased dramatically and the scene was set 
for unbounded human interplay. 

The dynamics of cultural evolution exceed those of biological evolu- 
tion by several orders of magnitude. For the inferior variant, there is 
no escape to a safe ecological niche. The dominant culture is hard on 
the heels of the weaker one with a minimum of delay. That is why there 
is only one surviving representative of the genus Homo - all others 
have succumbed under the pressure of merciless competition. 

Group selection through cultural competition brings moral capital 
to the fore. We have already certified that honesty and openness are 
basic conditions for a plus-sum game. Furthermore, the added value 
per individual grows with an increase in group size. But so does the 
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opportunity and temptation to cheat, which intensifies the quest for 
cooperative morals. Even so, internal competition was not eliminated; 
indeed the reverse is true. 

Internal competition for status and the attendant perquisites certainly 
increased the pace of human cerebralization. Insidious lies, cheating 
and misrepresentation call for a great deal of intelligence, and to ex- 
pose the deceit requires as keen an intellect. In this contest brain was 
more important than brawn. 

In a computer simulation, tit for tat software has to find out the inten- 
tions of the opponents in a laborious process - one by one. Humans, 
on the other hand, are capable of observing and communicating the 
outcome of a great number of confrontations within the group. The 
unmasked cheat is detested and branded whereas a good reputation is 
a valuable resource. In order to administer this ancient justice we have 
early on been endowed with an exceptionally keen memory for faces. 

Humans can effortlessly distinguish up to a thousand individuals, par- 
ticularly if they are members of the in-group. (The racial divergence 
of strangers can make for difficulties in identifying individuals; to the 
naive observer all Chinese look alike.) Our memory for faces is located 
in a very small area of the brain, which suggests selection at an early 
stage of evolution. If this area is disabled (a condition called prosopag- 
nosia), the individual will be unable to recognize even the people that 
are closest to him while other memory functions remain intact. 

Humans have never been altruistic exemplars. Far from it. But even- 
tually the self-interest of our ancestors was adequately coordinated 
to serve the common good. The crucial factor is strong reciprocity, 
which Robert Trivers aptly calls moral aggression . 11 An elementary 
sense of justice emerged, and group members were conditioned to re- 
act strongly towards deceit and cheating, even at some cost to them- 
selves. Competition was tempered by cooperation, self-esteem by team 
spirit. Particularly among young men, collaboration developed into 
comradeship that shows no mercy to defectors. 

We spontaneously abhor treachery as the blackest of crimes; in Dante’s 
inferno, Judas is placed in the deepest, ninth circle of hell, together 
with Cassius and Brutus, the betrayers of Caesar. Tattle-tale and 
squealer are still among the most offensive insults. In times of war, the 
spirit of comradeship is vital, since the key to victory is troop morale. 
The Indo-European peoples featured an extensive network of militant 
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brotherhoods, which may well have contributed to their rapid expan- 
sion between 3000 and 1000 BC. I3 The street gangs of our cities are 
their modern successors. 

Our psychological makeup has over hundreds of thousands of years 
been molded to promote mutual solidarity. Any breach of loyalty 
caused the indefinite unease we call pangs of conscience. All latter- 
day ethical superstructures are dependent on this inborn propensity 
which unfortunately can be repressed, but which may also be refined 
in a variety of directions . 14 Our culturally conditioned conscience is an 
invaluable resource, a measure of the available moral capital. 

1.4 From generation to generation 

The step from one generation to the next is a critical moment in the 
progression of genes. Fatal faults may enter the genetic script, multi- 
ple proof-readings notwithstanding. Gene duplicates may appear and 
genes may be transposed to different locations. Entire chromosomes 
may trip up in the complex choreography of meiosis. This is all grist 
to the mill of genetic, DNA-based evolution. On the other hand, epi- 
genetic adaptation has gone to great lengths in order to improve the 
odds of survival. 

Nausea and vomiting are well-known early indicators of pregnancy. In 
the first months, the fetus is very sensitive to teratogenic toxins, such as 
thalidomide, that can cause severe malformations. Such toxins occur 
frequently in plants, particularly in wild varieties, but are normally of 
little concern. Overall, humans have an astonishing adaptability when 
it comes to foodstuffs. Cattle-rearing populations have repeatedly de- 
veloped the inheritable ability of adults to utilize lactose. Normally the 
secretion of the relevant gut enzyme ceases in childhood. 15 

Until very recently there has been a measure of doubt about paternity 
and to ensure paternal bonding, the resemblance of father and infant 
is pronounced during the first months of life. The commitment of the 
mother is even more important. The close physical contact between 
mother and child immediately after birth stimulates maternal feelings 
and ensures good child care. Ignoring this kind of fundamental inter- 
actions has certainly caused much harm in so-called civilized societies. 
To set aside ancient rules of the game carries a heavy penalty. 

The number of offspring is not decisive for propagative success; what 
really counts is the number of grandchildren. It is therefore in the 
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best interest of parents (and their genes) to improve their children’s 
long-term viability by transferring experience and wisdom to the next 
generation. Our singularly prolonged childhood and extended old 
age provide the opportunity for comprehensive indoctrination of the 
younger generation. Grandparents are in a good position to contribute 
a great deal to the prosperity of their descendants, even though, or 
rather because, they no longer breed themselves. 

When growing up a child absorbs language, customs and norms with- 
out reservation, but puberty marks a change. During the maturation 
of the teenage brain, respect for the parents diminishes and often turns 
into its opposite (cf. chapter 15. i). Trivers was first in viewing the gen- 
eration gap in the light of genetic conflicts of interest. 16 Primeval priori- 
ties still dictate the behavioral patterns of our youngsters. 

In the heyday of behaviorism in the 1920s, researchers often neglected 
heredity and believed that a growing human could be manipulated at 
will. 17 Faith in the power of upbringing is still strong. Nevertheless, 
extensive research has shown that genes account for about half of the 
behavioral variability in the young of an average middle class family. 
More upsetting is that differences in upbringing seem to account for 
only ten per cent of variability. Close to half of our children’s social 
conditioning depends on other influences. 18 

Experiments with rhesus monkeys show that the peer group can be 
even more important than motherly care. Only the interaction within 
the peer group guaranteed adequate social competence of the adult 
monkey. In contrast, the mother could be replaced by a rag doll, with- 
out irrevocable consequences. 19 

The influence of the peer group is a well known phenomenon among 
humans as well. Its values often compete successfully with the mor- 
al code at home. The old chestnut about youngsters, led astray by 
bad company, has more than an ounce of truth in it. The peer group 
does, after all, represent the environment he or she must master as an 
adult. But the home environment is, on the other hand, decisive for the 
choice of friends. It is not easy for the sociologists to disentangle all 
the relevant variables. 

In order to keep young men in particular under control, most societ- 
ies have created demanding initiation rites to mark the acceptance of 
the teenager into the world of adults with its responsibilities and privi- 
leges. In the modern state, the school system is expected to perform 
the same function. The societal need to integrate and even regiment 
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the young finds its expression in the unabashed ethnocentrism of the 
education plan. Myths and symbols, flags and national anthems are 
applied by modern societies in order to fortify the concord of their 
citizens, mobilizing our inherent tribal solidarity. 

Basically, each generation re-creates the whole human genome but 
harmful mutations continue to make inroads on our genetic capital. 
Has modern medicine then done away with natural selection? Is our 
civilization threatened by incessant genetic degeneration? Similar ques- 
tions were already raised by the ancient Greeks. 

Plato (427-347 BC) prescribed strict regulation of reproduction (with 
concurrent segregation), and John Dalton (1766-1844) was the first 
spokesman for systematic racial hygiene. Nazi ideology thoroughly 
discredited these ideas, and the eminent biologist W. D. Hamilton 
made himself unpopular when he attempted to re-introduce the subject 
in the 1980s. He foresaw a dystopia, where the post-modern human is 
becoming completely reliant on medical intervention. 

These fears may be exaggerated. Most non-viable variants are weeded 
out early on at the ovarian stage or by misscarriages in the early em- 
bryonic phase. Natural selection has been mitigated, not eliminated. 
In a not too distant future we will in any case be able to correct human 
genomes, if this is found desirable. Apart from artificial intervention, 
we can expect the continuous evolution of the human genome. 

Natural (or unnatural) selection through alcohol abuse has for millen- 
nia been operating in agricultural societies with an abundant supply of 
fermentable carbohydrates. A mutation that changes the metabolism 
of alcohol is quite common among civilized nations. Acetaldehyde, a 
toxic intermediate, is burned at a reduced rate which leads to its accu- 
mulation with subsequent hangover symptoms. Primitive peoples have 
not been subjected to this selection factor and have a normal metabolic 
rate. The warning signal of a hangover is much weaker and alcoholism 
is often endemic. 

In A Farewell to Alms: A Brief Economic History of the World 
(2007), Gregory Clark traces back the English industrial revolution to 
a persistent genetic change during the preceding centuries. In contrast 
to other peoples investigated, the affluent English had more children 
surviving into adulthood than the population at large. Under stag- 
nant economic conditions, this meant that many of them ended up 
in straightened circumstances, squeezing out the common indigent by 
their cultural-cum-genetic competitiveness. Clark maintains that the 
slow change in genetic endowment was the mainspring of the subse- 
quent economic development. By the same token, the less developed 
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countries are in for a long haul. These controversial conclusions have 
so far evoked only muted reactions. 

Today drug addiction affects our genetic heritage, which is certainly 
subject to a number of other influences, most of them unknown. The 
conventional wisdom that human nature is essentially immutable must 
be qualified. Slight modifications of the cybernetics of the genome can 
achieve remarkable hereditary adaptation in a short time frame. Our 
culture may have a noticeable impact on our nature over a period of 
less than ten generations. 10 

1.5 The route to high culture 

We have acquainted ourselves with a number of mechanisms that fa- 
cilitate long-term cooperation between individuals with a strong self- 
interest, preparing the way for successful plus-sum games. But this is 
not the whole story. Contingencies have played an important part in 
the evolutionary process. 

If a small group is isolated, they may by accident be carriers of a devi- 
ating, genetically based behavior. This ‘founder effect’ can provide an 
opportunity to develop better cooperation and thus enhance the com- 
petitive edge of the group. The Homo sapiens genome is exception- 
ally uniform, which suggests that our male and female ancestors have 
passed through one or more population minima. Some 200,000 years 
ago, the original population in Africa supposedly counted no more 
than a few thousand people. During migration to other continents, the 
bottlenecks were probably even more constricted . 11 

There is no royal road to cultural development but instead an abun- 
dance of dead-ends. These can be traced back to the egalitarian ethos 
of ancient social bonding which only under protest yields to the de- 
mands of efficiency and competitiveness. Under pristine conditions, a 
human group holds only 150-300 members before splitting up. 

Conventional anthropology distinguishes the following schematic 
stages of development . 11 

-The small band does not have a clearly defined territory, and family 
hierarchy is the only repository of authority. Neighboring groups may 
occasionally combine forces to tackle demanding projects, but only on 
an ad hoc basis. 

-Related families coalesce in a clan with a common, often mythical 
ancestor. 
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-The clans merge into a tribal community where ‘big men’ from promi- 
nent families have considerable influence. 

-Chiefs are appointed but their mandate is restricted to times of war. 
-Prominent chiefs establish permanent authority and the tribes may 
combine in loose confederations, but central control is still quite lim- 
ited. 

- A kingdom is founded when power is concentrated in one person at 
all times; ultimately the succession is controlled by the king. In addition 
to kinship, merit also begins to influence positions in the hierarchy. 

Primitive agricultural societies may have been matriarchal even if 
the archaeological evidence is controversial. It stands to reason that 
when the importance of hunting declined, the status of males was un- 
dermined. The queen became a key figure and kings were degraded to 
prince consorts with a short life-span. The emergence of patriarchy is 
reflected in Greek mythology. Bold heroes abound, displaying great 
feats and cunning when they topple the pre-existing matriarchal power 
structures. 13 

In a small group implementing justice is no problem. Everyone, save 
the defendant and the plaintiff, is part of the jury and there is no right 
of appeal. But social integration creates friction between loosely allied 
clans and tribes. In the absence of adequate societal structures, every 
family or clan has to look out for itself when asserting its rights, which 
inevitably leads to escalating blood-feuds. Vengefulness is a specifical- 
ly human emotion, reflecting an elementary sense of justice which cer- 
tainly enhanced survival during the hominizing process. The craving 
for retribution prepared the ground for strong reciprocity that calls for 
fair play regardless of personal interests or injuries. 

Competitive strength generally increases with group size, provided 
a hierarchal structure that can suppress destructive internal conflicts. 
But in the long-term, stability is always called into question. Kingdoms 
suffer from unremitting inner tensions. The best cure for disunity is 
to look for a fight with your neighbor. Warfare between neighboring 
states has been the staple of history writing, but in the shadows tribal 
conflict has been equally vicious. 

The Pueblo Indians of South-Western USA have always been consid- 
ered peaceful, and that is why it came as a shock that their predeces- 
sors, the Anasazi Indians of the 13th- and 14th centuries practiced 
genocidal warfare. The ultimate reason was probably a deteriorating 
climate that caused starvation and all-out competition for scarce re- 
sources. 14 

The Yanomamo Indians are the classic example of bellicosity as part 
of everyday life. Neighboring villages attacked each other ceaselessly, 
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in order to kill enemies and capture their women. If the maximum 
group size of about 150 individuals was exceeded, the group split up 
in two and were soon at war. The entire population constantly lived in 
a state of emergency. 15 

To escape the exigencies of the primitive condition, humans had to 
break with age-old rules of the game. The corresponding values - the 
chromosomes of culture - are by definition resistant to change. Rare 
leaps of faith may initiate a virtuous circle of development although 
just a tiny fraction of such cultural mutations have borne fruit. We 
know little or nothing about pre-historic fiascos, but some recent fail- 
ures can be investigated in detail. 

In the nineteenth century, the ideas of Charles Fourier (1768-1830) 
and Robert Owen (1771-1858) inspired the establishment of a number 
of socialist collectives on pristine land in the new world. Their average 
lifespan was somewhat less than two generations. The Chinese work- 
er’s communes of Mao Zedong are the latest eruption of communal 
utopianism; they were disbanded after a couple of decades. 

In the end, self-interest cannot be suppressed by futile ideologies and 
the new generation habitually distances itself from the founders’ pre- 
cepts. The Israeli kibbutzim are a unique case. Their socialism is wa- 
tered down to be sure, but they have become a national institution, 
shored up by pseudo-religious Zionism. Religiously based collectivism 
has proved rather durable. For centuries, Nonconformists have estab- 
lished exclusive societies in the wilds; the greater part of the North - 
American colonies were founded by British dissidents of differing hues 
with a democratic bent. In contrast, the fate of the Jesuit state in Para- 
guay demonstrates the frailty of a top-down approach. 

The Jesuits were horrified by the brutal treatment of the natives and 
in 1608 they were empowered to convert and administer the Guarani 
Indians in a large territory, centered on present day Paraguay. Despite 
repeated incursions from Portuguese slavers, a self-sufficient commu- 
nity was created with its own municipalities, churches, workshops, 
schools etc., all paternalistically run by benevolent, incorruptible and 
highly motivated Jesuit brothers. 

The Jesuit state was a collective run from the top, without private 
property or industry. When the Society of Jesus was suppressed in 1768, 
the Jesuits were driven out and the population of close to 150,000 was 
completely disoriented. The social capital evaporated as the natives 
were unable to maintain the societal plus-sum game. Under a new in- 
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competent regime agriculture declined, the artisan skills were lost, the 
missions dissolved and the people dispersed . 16 

In a hierarchal system of government, the stabilizing factor is the legit- 
imacy of the rulers. The Jesuits of Paraguay invoked the highest pos- 
sible authority and established their credibility by their irreproachable 
conduct. But the natives were treated as children, their emancipation 
was curtailed and hence their ability to shoulder social responsibility. 
Despite the best of intentions, the heroic efforts came to nothing - a 
tragic example of misdirected community building. In the long run 
you can’t protect people like animals in a game reserve. 

Throughout history rulers of all hues have made a point of disas- 
sociating themselves from ordinary mortals by their clothes, conduct 
and ceremony. A well-used ploy is to claim divine, or at least semi- 
divine status. The European monarchs have ruled by God’s grace and 
the Chinese emperors received their mandate from Heaven. Naked co- 
ercion has been necessary, of course, but without legitimacy the power 
structure would be shaky. 

Kings, emperors and sultans have worked under severe stress. Capital 
mistakes, famine and epidemics could lead to serious dissent, not to 
mention conspiracies and assassination. Despite or rather because of 
his elevated status, the autocrat was responsible for all ills that befell 
the population. When the drive of a dynasty diminished, the operative 
responsibility of government was handed over to a minister, vizier, sho- 
gun or major domo, who was expendable if circumstances so required. 
Power without responsibility is, however, an unsustainable situation. 
Sooner or later the divine figurehead would be dispatched to the heav- 
enly domains, either literally or figuratively . 17 

Whichever way the mighty turned, their power rested on an insecure 
foundation. A productive plus-sum game could flourish under good 
government, but the added value tended to end up in the wrong hands 
and to be invested in unprofitable projects - splendor and parade, 
pyramids and palaces. Misrule sooner or later ended in revolt and a 
power shift which rarely produced permanent improvements. If the 
entire plus-sum was squandered away, the justification for an autono- 
mous state vanished and it dissolved into its constituent parts, or fell 
prey to rapacious neighbors. 

Republics, governed by aristocratic elites, were in a better position 
to adapt to internal change and secure the commitment of significant 
constituents/major interest groups. Sparta, Carthage and Rome are 
textbook examples of the ability of a republican constitution to mo- 
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bilize society in the long term. Still, they too dug their own graves one 
way or another. Athens executed a unique experiment in linking an 
expanding high culture with democracy, albeit with severe limitations. 
The attempt failed in a maelstrom of philosophic speculation, self- 
deceptive oratory and foundering triremes. 

Only in the turbulent Europe of the Modern Era has the protracted 
historic reiteration been disrupted. The competition between national 
states was not only a military issue, but was extended to trade, the 
economy and ultimately to the form of government. In contrast to 
China, no single European state was able to achieve hegemony. In this 
melee of conflicting influences and interests, a new set of rules for soci- 
etal plus-sum play was taking hold. Democracy was on the march. 



Chapter 2 

The material base 



From the beginning, technology and trade have been the driving forces 
of economic progress, with social development as a decisive back- 
ground factor . 1 The level of cultural achievements is strongly corre- 
lated to the size of the population involved. Prosperity has been con- 
tingent upon the protection of private property and a stable monetary 
value. A centralized barrack economy may work in times of crisis or 
war, but inevitably falls out of gear under normal circumstances. The 
market economy is the only way to identify consumer priorities and to 
allocate resources in a rational manner. 'Within a sound social frame 
of reference, the plus-sum game of a market economy works as a self- 
sufficient welfare generator. In the final analysis, each nation has the 
economy it deserves. 



2.1 Technical ingenuity 

Tools are not a human prerogative; a number of birds and mammals, 
notably the chimpanzee, occasionally put external objects to good 
use. As far as we know, however, our ancestors were unique as tool 
manufacturers. Over millions of years, a progression of ever more so- 
phisticated stone tools marks the development of our species and hu- 
man culture. These artifacts were certainly supplemented with utensils 
made of perishable material, such as wood, plant fibers, bone, animal 
skins and sinew. 

The quality of stone tools shows a definite correlation with the in- 
crease in brain volume, beginning with the australopithecines some 3 . 5 
million years before present (BP), all the way to Homo erectus, who 
appeared about 1.8 million BP, equipped with well-formed stone axes. 
Homo erectus was the first hominid to migrate from Africa and to 
spread all over Eurasia. The brain of erectus was almost the same size 
as ours and yet there is little evidence of cultural evolution until Homo 
sapiens makes its appearance some 200,000 BP. Why this plateau? 
This is one of many question marks in the evolution of hominids. 
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Internal competition drove Homo sapiens to migrate to every conti- 
nent except the Antarctic. The pioneers probably preferred the shore- 
line, and some form of craft was certainly invented early on. More 
advanced rafts or canoes may have been necessary for the leap to Aus- 
tralia some 50,000 years ago. 

Modern man relentlessly pushed aside earlier hominids. Even though 
they co-existed for millennia, DNA-analyses of Neanderthal bones do 
not indicate any interbreeding. In Europe Homo neanderthalensis died 
out only about 25,000 BP, and a recent discovery on the Indonesian 
island of Flores puts a pygmy form of Homo erectus in the area some 
18,000 before present. 

Superior technology was the key to the success of our ancestors. 
Technical development was in all likelihood connected to a strength- 
ening of social ties, based on linguistic capabilities, division of labor 
and trustful cooperation. Cultural development accelerated, overshad- 
owing genetic evolution. 

Dramatic climate changes accompanied and probably hastened the 
cultural evolution. Severe ice-ages alternated with relatively short in- 
ter-glacials, which rewarded fast adaptation through cultural advance. 
There is, however, also a discernible genetic adaptation. In contrast to 
the tropics, a short and robust body improved the chances of survival 
in an arctic climate. Dark winters and misty summers forced a decrease 
of the skin pigmentation in order to safeguard the supply of vitamin D. 
The pygmies of the African rain forests are another example of rapid 
genetic adaptation. The brain volume is close to the human norm even 
though growth during puberty is otherwise greatly reduced. 2 

Elumans could survive in every climatic zone and learned to exploit all 
available sources of food. Early hominids used fire and made clothes 
from animal skins, but the innovative power of Homo sapiens was far 
superior. The productivity of fishing was greatly increased by traps, 
nets and barbed fishing hooks. Big game hunting was facilitated by a 
short spear thrower (atlatl) that improved the precision and reach of 
the weapons. When, about 20,000 years ago, the bow was invented 
and man adopted the dog as a hunting companion, the efficiency of the 
hunt drove a number of game animals over the brink of extinction. 

The carnage was worst in the New World, colonized by man about 
15,000 before present. The unsuspecting native fauna were confronted 
with sophisticated hunters and the resulting slaughter wiped out an es- 
timated three quarters of the big mammals (over 40 kg) in a few thou- 
sand years. The mammoth, mastodon, camels, rhinoceros, horses and 
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several species of deer all became extinct, as did their highly specialized 
predators. Australia, too, suffered severe extinctions; the aborigines 
seem to have relied on systematic torching of the vegetation. In Tas- 
mania the carnage was delayed due to the later arrival of humans . 3 In 
Eurasia, the decrease in biodiversity was less dramatic but still signifi- 
cant while Africa was almost untouched. 

Obviously Paleolithic man was capable of undercutting the very ba- 
sis for his own existence. The human race may have comprised only 
about one million individuals, but in many places it exceeded the car- 
rying capacity of the ecosystem. Man was forced to adapt, and in a 
few instances new, more sustainable methods of subsistence were dis- 
covered. Over the generations, edible plants were protected, cared for, 
cultivated and bred. Valuable prey was subjected to a similar process 
and turned into cattle. Slowly but surely the new technology and its 
adherents spread in ever widening circles. 

In Guns, Germs and Steel , Jared Diamond maintains, with splendid 
hindsight, that agriculture and animal husbandry sprang up wherever 
there were plants that could be grown or animals that could be do- 
mesticated. This theory is a bit thin. Cultural evolution is an enigmatic 
process with many variables; neither biological reductionism nor eco- 
logical determinism provides a tenable doctrine. Man had to undergo 
a comprehensive cultural and genetic adaptation when switching to a 
sedentary existence. Even today, it is no easy task to tie down freely 
roaming hunter people to the daily drudgery of a settled life. 

Ceramics and textiles are early examples of human creativity. They 
were followed by metalworking; copper, tin, lead and bronze. Irriga- 
tion, urbanization and writing worked as mutual catalysts in the first 
high cultures around 3000 BC. Iron and steel followed before 1000 
BC, but then technical development seems to abate. For sure, existing 
knowledge was disseminated and refined, but great leaps of technical 
innovation do not occur. Apart from the limited exploitation of water 
and wind power, new sources of energy emerged only in the eighteenth 
century with the advent of steam power. 

Pre-Columbian America remained to all intents in the Stone Age, 
despite impressive achievements in agriculture, architecture and art. 
But on the other side of the globe, China had already in the fourteenth 
century become an industrial power based on technical innovations. 
China obviously enjoyed the external pre-conditions for sustained cul- 
tural development, but something was lacking in the social dynamics. 4 
Anno 1400 China was the only great power in the world, with the 
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largest population and the best education, the strongest economy and 
the most advanced technology. The country could well have gone on 
to instigate a global trading network and the industrial revolution. 
But after several successful voyages of discovery that reached East- 
ern Africa, further expeditions were prohibited - ocean sailing ships 
were outlawed. The ruling class concluded that they already possessed 
everything they needed; outside influences would only create distur- 
bances. At the same time, the promising industrial development was 
arrested and China sank into a quiet regression, disturbed only by oc- 
casional uprisings and invasions. 

Gunpowder is a Chinese invention and a very special source of energy, 
but it had social consequences only in late mediaeval Europe. Roger 
Bacon (ca 1220-92) was the first to publish a recipe for gunpowder 
and the significance of artillery increased at the close of the Hundred 
Years War 1337-1453 between England and France. Warfare has al- 
ways been a driver of innovation. 

Revolutionary innovations require vision, risk-taking and capital, 
which have been in short supply at all times. In addition, innovations 
are often disruptive and provoke resistance from vested interests that 
may nip any change in the bud. Without a certain measure of mis- 
sionary faith, the old mold cannot be broken. Technical progress and 
cultural evolution in general are by no means self-propelled. Backslid- 
ing is the rule rather than the exception. Empires crumble, hard-won 
knowledge is forgotten, only the most basic practical skills are pre- 
served. 

Neolithic man had to pay a high price for his agricultural exploits 
and the attendant population explosion. In the densely packed settle- 
ments, diseases spread quickly and became endemic while pests and 
vermin multiplied. New plagues tormented mankind and put a brake 
on the population increase. 

Most pathogenic organisms have animal hosts besides humans, and 
they were quick to exploit the new opportunities. Traditional remedies 
were of little use; the only defense was genetic adaptation which, by 
remorseless selection, achieved at least partial immunity. When the Eu- 
ropeans colonized America, smallpox and other contagious diseases 
became terrible biological weapons. The smallpox virus appeared as 
a mutation of a related animal virus about 8000 years ago. As it hap- 
pens, it is a specifically human pathogen and was finally eliminated in 
the 1970s because it cannot ‘hide’ in an animal species. 
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High cultures were confronted with a number of ecological problems. 
Domestic plants and animals were also susceptible to disease. Inten- 
sive farming threatened the fertility of the fields and the recuperation 
of pastures. Deforestation through slash-and-burn practices is another 
age-old blight. Water supply and salinisation of irrigated areas must 
have been a constant headache. Small wonder then, that most cul- 
tures were not equal to the challenges. Technical problems are usu- 
ally solved with better techniques, but this requires an adequate social 
structure. Otherwise human creativity is curtailed and the plus-sum 
game fades away. 

2.2 Commercial enterprise 

The manufacturing of tools and the exchange of goods are specifically 
human activities. Trading flint-stone and other necessities goes back 
all the way to the Paleolithic period. Ever since, commerce has grown 
to become an increasingly important value-creating activity. Exchang- 
ing goods and services is the best example of a simple plus-sum game, 
driven by the division of labour. The traded item must always be more 
valuable to the buyer than to the seller, otherwise there is no trade. The 
distribution of the added value is a zero-sum game, however, which is 
reflected in haggling over price and terms of delivery. The interference 
of plus-sum and zero-sum aspects engenders a moral ambiguity which 
often taints commercial relations. 

Trade and technology in mutual interaction forms the economic 
foundation of society. The vicissitudes of long-distance trade gener- 
ated writing, one of the most important innovations of mankind. 

Around 3500 BC, the traders of Sumer were using bills of lading to 
document their cargoes in long distance trading. Each consignment 
was accompanied by a number of small clay figurines that symbolized 
the type and quantity of the goods. In order to avoid fraud, the tokens 
were enclosed in a shell of burnt clay. The recipient broke the recep- 
tacle and checked the delivery against the tokens. Still, the middlemen 
could not inspect the bill of lading. This problem was solved by mark- 
ing the shells with the contents of the bill of lading prior to burning. 
Each figurine was represented by a set of wedge-formed impressions 
on the surface of the shell. The cuneiform script was born! 

Over the years the Sumerians simplified their script until they had 
replaced the original pictograms with a syllabic alphabet that is the 
source of our phonetic alphabet. Other cultures independently devel- 
oped their own scripts, but of their origin we know next to nothing. 
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Increased trade leads to a superior division of labor and makes room 
for innovation, which in turn is the mainspring of higher productivity 
and an improved standard of living. Whereas technical innovations 
and insights tend to become public property, trading transactions can 
be tightly controlled. Then the added value ends up in the hands of 
monopolistic middlemen or commercial centers of power. 

In a time-honored manner, the Dutch East India Company maintained 
a monopoly on the trade with their colonies. The reorganization of 
the nutmeg market is a flagrant example of ruthless colonialism. In 
the sixteenth century, nutmeg was considered a cure for fever, stomach 
illnesses, headaches, halitosis and impotence. Nutmeg grew principally 
on the small Banda islands in the Portuguese-controlled Moluccas ar- 
chipelago. After the Dutch had forced the Portuguese out in 1621, the 
Dutch East India Company established strict control over production 
and export; punitive expeditions cut down all unauthorized nutmeg 
trees. Recalcitrant natives were deported or massacred with the aid of 
Japanese mercenaries. Small wonder then, that profitability was excel- 
lent but eventually the commercial position eroded and the company 
went bankrupt in 1800. 

The cost of transport restricted trade, but the rapaciousness of officials 
was even worse a problem, not to mention open robbery along the 
trade routes. In the Middle Ages, the incipient contact between China 
and Europe was periodically cut off. Empires usually allowed rather 
free commerce within their territory, which stimulated trade and gave 
the government an objective reason for existence. Similarly, the Hanse 
in northern Europe and Venice in the eastern Mediterranean main- 
tained a modicum of order in the 14th and 15th centuries. 

By the mid eighteenth century, Great Britain had superseded Spain, 
Portugal and the Netherlands as the leading commercial power. The 
British colonial empire eventually spanned the globe, and a wide net- 
work of naval bases made worldwide operations possible. Pax Britan- 
nica guaranteed free trade on the seven seas and was backed up by a 
robust navy. Foreign policy bore the mark of the liberal values of the 
British establishment, and the Parliament did not hesitate to introduce 
legislation that chastised abominable international commerce. 

The slave trade has ancient roots; gaining slaves was often a motive for 
warfare, or at least a by-product. All the old cultures accepted slavery 
in some form as part of the natural order. In principle, Christian Eu- 
rope disliked slavery, but unfortunately the trade was very profitable. 
The West Indies-England-West Africa triangle route, controlled by 
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British merchants, was particularly lucrative. It took decades of politi- 
cal struggle to persuade the British parliament to criminalize trading 
with slaves in 1807. Thereafter the navy set about suppressing the slave 
trade and eventually stamped out the filthy business. 5 

The nineteenth century saw a great rise in free trade, followed by un- 
precedented prosperity and technical advance. It was a time of global- 
ization - of markets, of technology and of capital movement. Despite 
stiff competition for colonies and raw materials, the world enjoyed a 
century of relative peace, unlike previous and subsequent periods. 

Trade tends to create and maintain good relations. The origin of 
commerce was a system of reciprocal gifts. Our Christmas traditions 
reflect the need to reinforce togetherness through an exchange of ma- 
terial tokens of affection. 

In primitive tribal communities anyone was allowed to claim a desired 
object, but the claimant then had to assume a reciprocal commitment. 
Successful individuals were in a position to enhance their social stand- 
ing with elaborate gifts, but were also jealously watched. Sometimes 
the situation exploded in a rage of generosity and even public destruc- 
tion of valuables, as was the case at the ceremonial potlatch feasts of 
the native Americans of the northwest. 

Good trading relations are both cause and effect of peaceful co-exis- 
tence between clans, tribes and nations. In his classic Essai sur le Don', 
Marcel Mauss (1872-1950) shows how gifts create a permanent social 
connection between the parties. If there was no real object of com- 
merce, people took recourse to ritual exchanges. 

Bronislav Malinovski (1884-1942) has documented the Kula system, 
which maintained peaceful relations in an extensive archipelago east 
of New Guinea. Locally crafted necklaces (soulava) and armbands 
(mwali) circulated as gifts and return gifts throughout the islands; the 
soulava in clockwise rotation and the mwali counter-clockwise. The 
ornaments were not meant to be kept by the recipient, but to be passed 
on in a continuous string of visits. The main purpose was to maintain 
peaceful relations over great distances, even when a visit didn’t have 
any apparent purpose. 6 

It bears repeating: commerce is a plus-sum game that creates and main- 
tains peaceful relations to mutual advantage on every level. Where the 
trading links are strong enough, nobody can gain, or even imagine 
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gaining, from warlike adventures; aggressive plans are shelved at an 
early stage. The European Union wisely started the integration pro- 
cess by removing trade impediments step by step, and hence, for all 
practical purposes, excluded a relapse into militant chauvinism. The 
on-going globalization should be interpreted as the first hesitant steps 
toward a permanent state of global peace. 

2.3 The value of money 

Exchange is the original form of commerce. The use of money works as 
a catalyst for trade, but requires general acceptance and at least a core 
region with a stable social structure. Market oriented high cultures, 
such as Mesopotamia and ancient Greece, were monetary economies 
whereas strictly centralized, authoritarian states tend to marginalize 
the use of money. The Inca Empire seems to have managed without 
any kind of currency. 

Anything useful or rare can be used as payment to facilitate trade. 
The world of commerce has only lately given up the concept of real 
value and accepted money as a pure convention, based on trust. 

Flint and obsidian must have been used as tokens of value long before 
recorded history; grain and cattle were obvious means of payment in 
the Neolithic period. In parts of Africa a male slave has periodically 
been the currency standard. The concept of monetary value has vari- 
ously been represented by sea shells, cocoa beans, tobacco, pieces of 
leather, arrowheads and particularly metals - gold, silver, bronze, cop- 
per and iron . 7 

Each choice of a measure for material value has drawbacks. Utilities 
are often bulky, heavy or subject to decay. Precious metals lack these 
problems, but have no practical utility or intrinsic value. Rarity, how- 
ever, turned out to be a decisive advantage. In order to maintain its 
value, money must always be in short supply. Otherwise inflation and 
economic collapse loom. 

Thus gold and silver became universal currencies at an early stage, 
with copper in a supporting role. Inscriptions from Ur III in Sumer (c. 
2000 BC.) instruct payments in standard pieces of silver. The earliest 
known metal coins were minted in Lydia in Asia Minor in the seventh 
century BC. The profile of the ruler guaranteed the quality of the coin. 
Unfortunately, the problem of inflation didn’t vanish. Unscrupulous 
rulers debased the coinage by adulterating the precious metals, and 
coins were painstakingly cut with scissors by professional cutters. 
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The debasement of money reflects the ups and downs of the Roman 
Empire. Augustus (ruled 30 BC to 14 AD) restored the coinage after 
the upheavals of the civil wars. Nero (54-58) initiated the adulteration 
of the silver coinage; by the time of Septimius Severus (193-211) the 
value of the denarius had dropped by 50%. Then the inflationary pace 
increased. Around 250 AD, the silver content was about 5%, and un- 
der Claudius II Gothicus (268-270) it had declined to 0,02%! 

Diocletian (284-305) was unsuccessful in his attempts to stabilize the 
currency and tried to check the runaway inflation with rigorous price 
controls. Like so many after him, he fought in vain against the power 
of the market. The money economy broke down and taxes were paid 
in kind. Constantine the Great (306-37) introduced a gold coin, the 
solidus, which maintained its value in the Byzantine Empire for centu- 
ries, but this stability was not extended to the silver and copper coins in 
daily use. In Western Europe large areas regressed to a barter economy. 

In the fifth and sixth centuries, no coins were circulating in England. 

A solid currency is no guarantee against rising prices, a phenomenon 
that has periodically plagued most economies. When the supply of 
goods is reduced, say by war or a failed harvest, a temporary rise in 
prices is inevitable. But in the sixteenth and seventeenth centuries, Eu- 
rope was subject to an unprecedented inflationary wave. The stream 
of gold and silver from America depressed the value of precious metals 
in an unheard of way. The purchasing power of gold was halved and 
that of silver decreased by 80%. 

A gold or silver standard also has the reverse problem. If the econ- 
omy grows faster than the supply of money, the liquidity crisis leads 
to deflation, which puts a brake on the economy. This occurs only 
when economic development has reached a fairly high level, and con- 
sequently China was first to encounter this problem. The solution was 
paper money, i.e. an undertaking by the state to honor the paper bill 
with payment in metal coinage at the nominal rate. 

A shortage of precious metals caused Emperor Elien Tsung (Tang dy- 
nasty) to issue paper currency in the early ninth century. Two hun- 
dred years later, inflation was out of control and reached astronomi- 
cal heights until Kublai Khan, the first Mongol emperor (1279-94), 
restored the value of money. A further roller coaster of monetary value 
forced the Ming dynasty (1368-1644) to give up the use of paper cur- 
rency altogether. Still, the deflationary pressure called for continuous 
imports of silver that could not be met, the Spanish deliveries from 
America notwithstanding. This created an incredibly profitable arbi- 
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trage opportunity in the seventeenth and eighteenth centuries. In Chi- 
na, gold could be bought with silver at half the European rate. 

The first public institution in Europe to issue paper currency was the 
Bank of Sweden in 1661, followed by the Bank of Scotland in 1695. 
A similar attempt in France failed when, after an initial success, the 
bill and securities issued by John Law crashed in 1720. Paper money 
is totally dependent on confidence in the issuing government, and is a 
sensitive gauge of social stability. After the First World War, the copi- 
ous inflation in Germany and other Central European states created 
economic havoc and foreshadowed World War II. The all-time infla- 
tion record is held by Hungary.’ 

Printing money can temporarily solve the problems of the public 
purse when resources are furtively transferred from trusting deposi- 
tors to state coffers and sharp speculators. But when ordinary people 
become privy to the inflationary mechanism, the game is over. Hyperin- 
flation sets in and the economic plus-sum game is paralyzed by the dis- 
sipation of the trust capital. With few exceptions, everybody is a loser. 

Under conditions of hyperinflation, society reverts to bartering. As- 
sets as well as precious metals are frozen and no credit is available. For 
an economy to work, money must stay in circulation and the available 
surplus should be invested productively. To that end, banks are needed 
which can be entrusted with accumulated savings. 

Somewhat surprisingly banking is ancestral to minted money. As early 
as 2000 BC, the temples and palaces of ancient Babylon received de- 
posits of grain, cattle, agricultural tools and precious metals. This sug- 
gests a financial market with a measure of competition. The business 
climate was harsh. Defaulting debtors were forced to sell their children 
as slaves - sometimes even themselves. The same draconian practices 
were current in Greece, until Solon (638-559 BC) abolished debtor’s 
slavery. 

A shortage of capital precipitates heavy sanctions against light-hearted 
indebtedness; otherwise the credit would dry up. Collection methods 
have become more human since antiquity, albeit debtor’s prisons per- 
sisted well into the nineteenth century. Despite collateral, collection 
has always been problematic for banks, particularly in their relations 
with recalcitrant rulers. 



It stands at an unbeatable 42 quadrillion % per month, which not even Zimbabwe can 
threaten. 
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The Medici family of renaissance Florence had major problems with 
the Holy See as debtor. The house of Fugger in Augsburg received a 
50% cut of the papal income from the indulgence trade in Germany, 
but foundered on the unreliability of princes. The Fuggers generously 
financed generations of Habsburgs, and the election of Charles V as 
Holy Roman Emperor in 1519 was backed by Jakob Fugger, the rich- 
est man in Europe, to the tune of 850,000 florins. Charles V paid back 
his debts, but his son Philip II did not, and in 1596 Spain was declared 
bankrupt. His grandson, Philip III, went bankrupt in 1609 which top- 
pled the house of Fugger. 

The interest rate reflects the risk exposure and the availability of capi- 
tal. Annual interest rates of 20-30% are indicated by mathematical 
exercises preserved on old Babylonian clay tablets. In ancient Athens, 
10% was the normal rate of interest for a low risk investment. Rough- 
ly the same rate applied in England around 1600. 

Usury was strictly forbidden in most countries, but the Catholic Church 
and Islam categorically prohibited all forms of collecting interest as a 
violation of their respective Holy Scriptures. This did not worry the 
Lombard and other Northern Italians who, in fierce competition cre- 
ated a modern banking system; in a landmark decision in 1403, a Flo- 
rentine court legalized interest on debt. If necessary, interest could be 
defined as a delivery charge, a risk premium or a share in profits - a 
convention still current in Moslem countries. No prohibition against 
interest existed in Judaism, and consequently the Jews became active 
as bankers in mediaeval times. 

For a long time, earning money was considered a shabby traffic, not ac- 
ceptable to the upper crust. Princes and aristocrats were perfectly hap- 
py to rob and loot, but taking a direct hand in economic transactions, 
commerce or technology, was not on. Aristotle (384-322 BC) made 
himself spokesman for the intellectual arrogance of antiquity, with his 
condescension toward trade and industry. The Catholic Church ad- 
opted this attitude and affected to despise all worldly things, although 
the practice hardly matched the message. A reformation was needed to 
create due respect for work, thrift and economic activity in general. 

2.4 The formation of capital 

There is a long-standing, misguided usage of the word capitalism as a 
pejorative label for a market economy. But every society is dependent 
on accumulated capital, though eventually most of them switch from 
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accumulating to wasting. The sustained accumulation of productive 
capital is an exception in human history. 

When capital is well invested it grows with interest on interest, an ex- 
ponential formula that also applies to biological growth under favor- 
able conditions. With a modest rate of interest, say i% per annum, the 
value of the initial capital is increased only by about n% in ten years 
but grows zy-fold in a hundred years and 20,000-fold in a thousand 
years. (In biological processes the interest is not added annually but 
continuously, and growth is even more spectacular.) 

The key to the creation of capital is trust, not to say faith in the fu- 
ture. Uncertain conditions are detrimental to confidence and preclude 
long-term risk taking. If the economic environment - the government, 
customers, debtors and suppliers - is deemed unreliable, then nobody 
is keen to invest, except possibly in short-term, speculative ventures. 

Any order is preferable to anarchy and general unrest. The ulti- 
mate consequence of this logic is the complete order and predictability 
of a totalitarian state. Utopian thinkers from Plato to Thomas More 
(1478-1535), Tommaso Campanella (1568-1639), Karl Marx (1818- 
83) and H.G. Wells (1866-1946) have envisaged comprehensively 
administered societies, where an enlightened and well-meaning elite 
governs evermore for the good of all. (Marx and Engels imagined that 
the state would eventually wither away.) Later, we will discuss these 
questions in more depth. Here it suffices to say that all attempts to 
reduce to practice such flights of fancy have failed, not least because 
of insufficient, or even negative, capital formation. 

Our aim then, is to define an order that achieves decentralized eco- 
nomic decision-making combined with a sensible central government. 
Every successful variety has one thing in common - private property. 
The earliest form of property is the possession of a piece of land. Prim- 
itive tribes defend their territory collectively and the territorial reflex is 
also widespread among animals. 

Animals that defend their territory seem to have a psychological ad- 
vantage over the interloper, who usually retreats if the animals are 
anything like matched in strength. John Maynard Smith (1920-2004) 
suggested an interesting explanation in terms of game theory. In a ter- 
ritorial conflict, the individual can either act as an aggressive hawk or 
a timid dove. But the best strategy is bourgeois: play hawk in your own 
territory and dove in your neighbor’s. This way, extended conflicts are 
avoided and in the long term everyone is better off. 8 

Defense of territory has a parallel in evolutionary biology. Most spe- 
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cies of plants and animals have their own competitive survival tactic, 
an ecological niche (not primarily a physical territory) to which they 
are adapted and where they can hold their own against invading spe- 
cies. If two or more species are confined to the same niche, only one 
will survive. This causality is called Cause’s Law after the Soviet biolo- 
gist G.F. Cause (1910-86) and applies equally to business economics. 

If several companies compete on the same market with identical prod- 
ucts and strategies, only one company will survive. Diversity in nature 
and the economy spring from the same logic. 9 

Homo sapiens does not occupy a specific niche; each group copes with 
the problem of survival in its own competitive way. For the ambitious 
individual it is imperative to demarcate his (or her) personal posses- 
sions from the collective, where most things are held in common. This 
is an initial step in the transition from a static tribal community to 
dynamic social structures. Protection of private property is a univer- 
sal prerequisite for sustained capital growth as well as for individual 
freedom. 10 

An elementary condition is that people can save their hard-earned coins 
without risk of bandits or the government (not infrequently the same 
thing) laying their hands on all available cash. At the next stage the 
capital can be deposited with interest in reliable savings institutions. 
When society stabilizes with established rules of the game, the future 
is fairly predictable and business enterprises can take off, founded on 
personal or borrowed means. 

Our deep-rooted egalitarian reflexes cry out against significant differ- 
ences in income and property, and put a strain on the social relations 
of the community. The emotional burden of being poor and confronted 
with the riches of others may be harder to endure than being even poor- 
er, but without any object of comparison. Differences in wealth will 
always and everywhere cause resentment. The vulgar logic perceives 
the economy as a through and through zero-sum game, where the ac- 
quisition of wealth is possible only at the expense of people of lesser 
means. Property is theft exclaimed Pierre-Joseph Proudhon (1809-65) 
as a young anarchist, although he later changed his mind. 11 

Anyway, populous societies are bound to live with their internal 
tensions if they want to enjoy the associated benefits. As could be 
expected, there is a strong correlation between population base, divi- 
sion of labor, productivity and cultural level. The size of the popula- 
tion, and hence the richness of the cultural fabric, is to a great extent 
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dependent on the available territory. This is evident when comparing 
isolated island communities of varying size. 

R.L. Carneiro has mapped out the correlation in a wide range of native 
populations. New Zealand with 750,000 Maoris showed the greatest 
social differentiation, whereas the 40,000 Andamanese featured much 
less cultural complexity. The Tasmanians are an interesting exception. 
They occupied the lowest slot, actually without any division of labor, 
even though Tasmania is an extensive, wooded country. 11 

Some 13,000 years ago the Tasmanians were cut off from Australia 
by rising sea levels and fell into a vicious circle of cultural regression. 
When the Europeans arrived in the early nineteenth century, some 
5,000 Tasmanians were subsisting mainly on shellfish, and had lost 
most of their technical skills. They couldn’t resist the British colonists, 
neither could they adapt. In 1824, the odd survivors were moved to 
the uninhabited Flinders Island, nearby. (The original Flinders Island 
natives became extinct 4000 years ago) In 1847 the remnant, 4 6 indi- 
viduals, were brought back to Tasmania; the last pure-blood Tasma- 
nian died in 1876. 13 

The accumulated intellectual capital, knowledge and skills, is more 
valuable than the so-called real capital. Material goods can always be 
replaced, but lost skills, not to mention social mores and morals, are 
much harder to regenerate. 

Important inventions and innovations have frequently been the sub- 
ject of great secretiveness. Valuable seeds, plants and animal breeds 
could be perceived as national property and kept out of reach of 
strangers. The know-how of mining and metallurgy was the joint pos- 
session of industrial brotherhoods, and the mediaeval guilds made it a 
point of honor not to divulge their occupational secrets to outsiders. 
Military technology has been particularly well guarded. 

Greek fire was the terror of the Moslem navies of the eighth century 
and the Byzantine fleets won a number of naval battles by setting fire 
to enemy ships. The napalm-like substance was self-igniting and very 
difficult to put out. The secret of Greek fire was so well kept that the 
Byzantines, after half a century of success, seem to have mislaid the 
formula. Eater versions are distinctly less effective. 14 

Economic development is enhanced by the dissemination of valuable 
technology into the public domain; after all openness is one of the pre- 
requisites of successful plus-sum play. The dispersion of new technolo- 
gy does not merely bring immediate welfare effects, but also promotes 
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new development, sometimes in unexpected directions. Secret knowl- 
edge is always stagnating knowledge. On the other hand, the inventor 
should have the right to enjoy the fruits of his innovation. The patent 
institution is one solution to this dilemma, although less than perfect. 
The inventor gains an interim monopoly on his invention, provided he 
makes all attendant secrets public. 

In 1449, Henry VI granted the first English patent for the process of 
manufacturing colored glass. Queen Elizabeth granted about fifty pat- 
ents, though the water closet could not be patented, for reasons of 
propriety. In 1769 James Watt (1736-1819) applied for his first patent 
for an improved steam engine. Parliament granted an extension of 25 
years for his patent in 1775, and Watt was in a position to make a 
commercial breakthrough, together with his business partner Matthew 
Boulton (1728-1809). 

The protection of intellectual rights increased the motivation of in- 
novators and facilitated the industrial revolution of England and Scot- 
land. The copyright Statute of Anne (1709) signifies a corresponding 
support for freedom of speech in Great Britain. Authors were no lon- 
ger exclusively dependent on rich benefactors or powerful overlords; 
free public opinion could gain momentum. 

Private property is one of the mainstays of sustainable capital 
growth; taxation is another. Without publicly financed administra- 
tion, the wealthy have to defend their property against all comers. 
Apart from the basic task of defending the realm and maintaining 
internal peace, taxation has been used and abused for a variety of dif- 
ferent ends. Warfare, the splendor of princes and the redistribution of 
income and wealth have been never-ending drains on the treasury. 

Taxation has an inexorable tendency to ascend toward a maximum 
yield. There are an unlimited number of more or less deserving objects 
of government spending, irrespective of the system of government. 
Taxation is increased until tax evasion and capital flight reaches a level 
where any tightening of the screws becomes counterproductive. 

The decline of the Roman Empire is reflected, in parallel, by gallop- 
ing inflation and the burden of taxation. For several centuries, Rome 
supported itself by extracting the wealth of conquered provinces, but 
escalating misgovernment led to a crushing level of taxation. When 
no more money was available, the taxes were arbitrarily collected in 
kind. It went so far that the Emperor Valens in 368 AD had to issue a 
decree banning the practice of submitting to serfdom in order to escape 
taxation. 
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Easing taxation can actually lead to increased tax revenues. When 
Russia halved the income tax from 26 to 13 per cent in 1999, the rev- 
enues went up immediately; it no longer paid to be involved in intricate 
and risky tax evasion. It is safe to say that the long-term, dynamic ef- 
fects were positive too - a high tax rate distorts the economic plus-sum 
game. 

Confiscatory taxation backfires. Capital growth is curtailed, petty bu- 
reaucratic control paralyses enterprise and administrative costs sky- 
rocket. Legitimacy is a prerequisite of efficient taxation. Taxpayers 
have to accept, albeit reluctantly, that they have to pay up for com- 
mon endeavors. In a small community, public expenditures are eas- 
ily understood and tightly controlled. With the increase in population 
and an expanding territory, tax collection becomes more challenging. 
Transparency suffers and administrative wastage mushrooms. 

The objective need for tax revenues tends to increase as society de- 
velops. Even if income transfers are set aside, society requires ever 
more resources for long-term investments in diverse areas - communi- 
cation, health care, education and science. In principle, however, mar- 
ket related self-financing should be preferred. A rise in the tax rate re- 
quires a corresponding increase in the moral capital, to avoid negative 
consequences. And we have every reason to economize on morality, 
the scarcest of resources. 

Ultimately any accumulation of capital is a matter of postponing the 
satisfaction of a need - good old-fashioned thrift. When our ancestors 
made the transition to agriculture and cattle-raising, it was no longer 
feasible to live from hand to mouth. The same applies to us, their dis- 
tant descendants. Even if we could contrive to live beyond our means, 
we would be betraying our responsibility for future generations. A 
sound economy is a moral imperative. 

2.5 The market economy 

We have established that a commercial transaction creates an added 
value that serves both parties. Dividing the joint profit can be a prob- 
lem, however, and may lead to endless negotiation. A market with 
many buyers and sellers dealing in the same type of product is a self- 
organizing system which will establish a generally accepted price level, 
dependant on supply and demand. That is the theory. The reality is 
sometimes different. 



A taxi service should do as a prototype for a smoothly running market. 
There is an abundance of clients and service providers, barriers to en- 
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try and exit are low, the service is standardized and competition should 
accordingly be close to perfect. And yet, the taxi service is strictly regu- 
lated in most major cities, even in countries that embrace the market 
economy. Why? A simple answer is provided by game theory (see sec- 
tion 1.2). In a major city a client is unlikely to encounter the same cab 
driver more than once. The driver therefore has little to lose by fleecing 
his customer, if the opportunity arises. In a small community where 
everyone knows everyone else, this is out of question, and it is logical 
for a driver to uphold his reputation by playing fair. 

Like any plus-sum game, a well-ordered market thrives on a measure 
of trust. A small interacting group can build up their trust capital, 
particularly if the relationship is long-term, but an open market with 
many unknown participants calls for an outside authority. Order must 
be kept, weights and measures must be controlled, counterfeiting pros- 
ecuted and so on. All this carries a cost, but in mediaeval Europe mar- 
kets meant profitable business and competition between rival markets 
was fierce. 

Market towns levied tolls at the gates as well as various other charges 
designed to cover administrative costs, and then some! Local artisans 
had a lively trade and the inns had customers in plenty. A market day 
was a big feast and the occasion to go on a spending spree. The time 
and place were decided by the authorities; generally markets were not 
permitted in the countryside . 15 

A market was usually strictly regulated and organized to serve the 
interests of tax collectors and the burghers. Free trade was an un- 
known concept; excessive competition was not tolerated. This attitude 
is deep-seated. Corporative authority was practiced by sundry fascist 
states and military juntas in the twentieth century, with trade unions 
and employers’ associations replacing mediaeval guilds. Up to this 
day, free trade is sometimes curtailed, even in the leading democracies. 
Everybody likes competition, except when they are exposed to it. 

Competition is in no way limited to the market place. On the contrary, 
it is even fiercer in politics and within the hierarchies of civil and busi- 
ness organizations. The difference is that a sound market economy 
is open and honest as is fitting a plus-sum game. Other sectors are 
obsessed by zero-sum play and the competitive weapons are thus less 
appealing. Everybody strives for power and money - a place in the 
sun. Only democracies can keep insolent human self-interest within 
reasonable bounds. 
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Rulers and power brokers have habitually distrusted market forces 
which impudently limit their exercise of power. A market represents 
incorruptible objectivity that doesn’t often serve the particular inter- 
ests of the powers that be. Ordinary people, customers and consum- 
ers, will enjoy a long-term benefit from the market economy, but they 
are rarely consulted. Anders Chydenius (1729-1803) and Adam Smith 
(1723-90) were among the first to elucidate and speak up for the com- 
mon good. Their views gained momentum in Sweden and Great Brit- 
ain respectively, and contributed to the advance of trade and industry 
on their home turf. 

Anders Chydenius deserves to be remembered by historians of the 
market economy. In 1766, ten years before Adam Smith, he wrote Den 
nationella vinsten, a well-argued presentation of the advantages of 
free trade and occupational freedom. As a member of parliament he 
also introduced legislation that was designed to promote religious tol- 
erance, the freedom of the press and improved working conditions. 16 

The market knows no pity. It can be brutal and strike quickly. Above 
all, the market is risky and unpredictable. It often affects the weakest 
in society, but also the privileged and wealthy. The market is an incor- 
ruptible bearer of bad news, and hence it is no wonder that the market 
economy has often taken the blame for real or, more frequently, imag- 
ined shortcomings. It calls for continuous change, but people take ex- 
ception to such strain and effort - the market is never popular. 

Joseph Schumpeter (1883-1950) coined the concept of creative destruc- 
tion. 17 Economic growth requires change, which unavoidably means 
that certain products, services, enterprises and trades become obsolete. 

In a modern economy about ten per cent of the jobs disappear each 
year, but they are replaced by roughly the same number of new jobs. 

What are the alternatives to a market economy? Over the years, plan- 
ning, regulating, regimenting and rationing have been tried in different 
combinations. Under severe stress - war, famine or natural disaster - 
there is often no alternative. Survival is then the highest priority and 
the outside threat mobilizes solidarity and self-sacrifice which make a 
planned economy possible. Trade and industry are simplified and sche- 
matized, freedom of enterprise and entrepreneurship are set aside. 

A barrack economy was (and still is) the more or less conscious 
ideal of socialist regimes. The military nomenclature is revealing; la- 
bor was organized in brigades, great offensives were undertaken, the 
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government acted against saboteurs and enemies of the state, menaces 
were painted in garish colors. All this may work at a pinch as long 
as the adrenaline of society is peaking. But the ambitious plans be- 
came straight] ackets and personal initiative disappeared in a bog of 
bureaucracy. Sooner rather than later corruption spread its tentacles 
and value destruction grew to monstrous proportions. Without a grey 
zone of de facto market economy - barter, garden lots, the black mar- 
ket - daily life would have been unendurable. 

The formation of queues is a certain sign that the market economy 
isn’t working - the Soviet Union is the classic example. Money has 
lost its value and no longer coordinates the welfare preferences of the 
economic actors. In other, more understandable words: the fluctuating 
needs of individuals create a demand that must be balanced against the 
similarly fluctuating supply in such a way that everyone is as satisfied 
(or as little dissatisfied) as possible. 

After World War II economic planning became fashionable. In the newly 
independent former colonies, a planned economy in the socialist mould 
was introduced with verve - with catastrophic consequences. The out- 
come was much better in Japan, South Korea, Formosa and Singapore, 
where a framework plan was deemed sufficient and implemented in 
cooperation with vigorously competing enterprises. However, when a 
nation is reaching parity with the leading economies it becomes in- 
creasingly difficult to set up unambiguous goals. Central direction loses 
its legitimacy and companies have to shape their own future. 

From the very beginning, the developing countries have received mas- 
sive aid in the form of advanced technology which has been developed 
with great effort. They are also in a position to model themselves on 
successful economic and political systems, though this is a greater chal- 
lenge. The aforementioned Southeast Asian countries have shown the 
way and are now at the forefront of development. 

A market economy is a complex, self-organizing system, an immense 
plus-sum game with independent actors who compete and cooper- 
ate within a generally accepted legal framework. The ideal market 
economy distributes the added value in relation to the achievements 
of the actors; the profit then stands in direct relation to the public 
benefit. A market is self-regulating and self-cleaning; poor play leads 
to bankruptcy - what goes around, comes around. Basically, a market 
produces relevant information about human needs and aspirations, 
information that cannot be gained any other way. 
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Like most complex systems, market economies are subject to insta- 
bilities, expressed as business cycles. A substantial number of indepen- 
dent actors may have misjudged future supply or demand. They may 
have invested too much or too little, which, through a series of chain 
reactions, can lead to drastic price fluctuations, widespread bankrupt- 
cies and unemployment. Professional speculators are often accused of 
making instability worse, but in reality the opposite is true. Profitable 
speculation always lessens volatility in a market by creating a stabiliz- 
ing feed forward signal, based on future expectations. 

National governments try to adjust their fiscal policy and the inter- 
est rate to make remedies, but sometimes the cure is worse than the 
disease. Wrong timing only increases the oscillations that the govern- 
ment attempts to dampen. 

The time span between a macroeconomic measure and the response of 
the economy (the dead time) varies from iz to 18 months which means 
that in a boom, restraining action usually comes too late. Correspond- 
ingly, in a depression the stimulating effect often arrives only when 
business is already recovering. The trick is to monitor the underlying 
disturbances and apply pre-emptive action. When in doubt it might be 
better just to wait and let the self-regulating processes run their course. 
Restraining rapid change is usually a safe policy, but freezing the status 
quo will only give rise to destructive economic quakes. These conclu- 
sions are even more pertinent for politics where our ignorance is far 
greater. 

As a market grows, so does its complexity but stability does not nec- 
essarily suffer. The great depression of the 1930’s became a disaster 
only when the world market was thrown into disarray by new trade 
obstacles. Today globalization has eliminated local shortages which 
are a source of inflationary instability, and has also taken to task a 
great number of local monopolies. The self-propelled machinery of 
the market economy is reducing poverty and raising prosperity around 
the globe. Those who have put themselves beyond the pale of global- 
ization are not in an enviable position - North Korea and Myanmar 
serve as warning examples. In the final analysis, each nation has the 
economy it deserves. 18 



Chapter 3 

Political foundations 



Before the Reformation, democracy was unknown in Europe (and the 
rest of the world), apart from a few free cities and isolated farmer 
republics. Religious emancipation, Enlightenment ideas and the prec- 
edents of Antiquity, paved the way for democratic development, cul- 
minating with the American Revolution - actually an evolution. The 
French revolution was a disseminator of democratic impulses, but it 
also drove them off course. World War I was the harbinger of a deep 
crisis. Successive totalitarian regimes put the democracies under se- 
vere pressure but, despite an impressive display of power, they fell into 
their own trap; the all-out commitment of the United States turned 
the tables. Democracy is the least bad form of government, but also 
the most demanding; success is directly proportional to the available 
moral capital. 



3.1 The roots of democracy 

We have observed that egalitarian reflexes have deep roots, whereas 
democratic institutions have a shorter ancestry. The early agrarian so- 
cieties were probably self-governing, but eventually they were overrun 
by feudal lords, counts and barons, kings and pharaohs. The peasants 
were bound to the land as more or less dispossessed crofters, serfs 
or menials. The traditional independence of farmers survived only in 
distant or inaccessible areas. In Scandinavia the liberty of farmers has 
a long history; Iceland survived for over 300 years as an agrarian com- 
monwealth, dominated by local chiefs. 

Irish monks inhabited Iceland early on, but moved away when 
the Norse arrived in 874 AD. In 930 the chiefs established the Al- 
thing, probably the first Parliament in the world. In the year 1000 
(or 999) Iceland converted to Christianity by an Althing decision. But 
the homespun democracy deteriorated, whereupon internal strife and 
natural disasters precipitated an economic breakdown. By the middle 
of the thirteenth century the social order had collapsed and Iceland 
submitted to Norwegian rule in 1264. 
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The Icelandic democracy was probably typical of independent agrari- 
an commonwealths. The chiefs were descended from powerful families 
and dominated the Althing, ordinary farmers held little sway. Com- 
mon people were subject to the will of their master, menials and thralls 
were virtually devoid of any rights . 1 

Switzerland is another example of the self-determination of free farm- 
ers, periodically stimulated by the incursions of feudal lords. In 1291, 
the original cantons united in a defensive league and gained one mili- 
tary success after another. Subsequent history was played out as Eu- 
rope in miniature - internal strife and warfare, conflicts of language 
and religion, conquest and retreat. Finally, in 1848, a loose federation 
was born - a portent of, and a prototype for, the European Union. 

The Greek city-states and the republic of Rome were sources of in- 
spiration for the builders of modern democracies. Ancient Greece was 
a testing ground for virtually any conceivable kind of government; 
Aristotle presents a lucid typology and a detailed analysis of the alter- 
natives in Politica. He disapproves of the democracy of his day - direct 
popular rule - and arrives at what he calls lawful democracy where 
errant public opinion is constrained by a strong constitution. 

Aristotle tries to make an objective evaluation of the contemporary 
political systems, with a view to specific recommendations. He makes 
a heroic effort to combine his axiomatic assumptions with a wealth of 
empirical material in order to reach valid conclusions regarding the 
utility of different forms of government. Revolutionary propensities, 
female emancipation, musical education and foul language - sundry 
issues great and small are grist for his mill and re-emerge in fluent 
writing. As with his expositions on physics, the reader is unsettled by 
a descriptive superficiality. The occasional profound insight tends to 
drown in the detailed rendition of self-evident trivia - a characteriza- 
tion that also fits much of today’s sociological writing. 

All political practices were tried out in ancient Greece; demagogues, 
aristocrats, oligarchs, as well as tyrants’ had the opportunity to test 
their brand of government. Carefully reasoned constitutions were ap- 
plied but real stability remained elusive. Women, foreigners and slaves 
were in any case excluded from the political arena. In Athens, no more 
than ten per cent of the male population had full civic rights. Pericles 
(c. 495-429 BC) introduced a law in 450 BC, stipulating that to quali- 
fy as an Athenian citizen, both parents had to be Athenians. 



In Ancient Greece a tyrant was just a ruler who had seized power and he often enjoyed 
popular support. 
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In contrast to the Greeks, the Roman republic favored evolutionary 
progress which started well before 509 BC, when the Etruscan over- 
lords were expelled. Tradition was the guiding light; if in doubt mos 
maiorum, the way of the ancestors, was normative. The unwritten 
constitution of Rome proved very durable and magnificently weath- 
ered the enormous strain of the Punic wars (264-146 BC). In the end, 
the successes proved the bane of the republic. Social tension erupted 
in civil war (88-82), a slave rebellion (73-71) and an extended pow- 
er struggle between the leading military commanders (49-31). From 
there, only a short step remained to imperial autocracy. 

Rome never came close to democracy, neither in the Greek nor the 
modern sense. Originally, power rested with three hundred senators; 
the people’s representatives played second fiddle, though they had a 
right of veto on certain issues. But an unwritten code curtailed the 
abuse of power among senators and patricians. Moreover, the rights of 
Roman citizens were protected by detailed statutes and courts of law 
of reasonable integrity. Plebeians were free to earn money and make 
a career, and new families could be introduced to the senate. Cicero 
(106-43 BC) was such a novus homo and rose to consular rank despite 
the handicap. 

The political system was buttressed by a considerable amount of so- 
cial capital. People with political clout or wealth were supported by a 
large number of clients, who formed the political basis of their prin- 
cipal. And the principal, often a senator, had a personal responsibility 
for the welfare of his clients, a kind of social security with deep roots 
in human prehistory. To win wider support among the population you 
had to be generous in your dispensation of entertainment and sumptu- 
ous food and drink. Early on in his career, Julius Caesar (100-44 BC) 
went deep into debt in order to bolster his popularity. 

The barbarian invasions eventually crushed western Rome, but intro- 
duced a more democratic form of government amid the chaos. The 
Germanic peoples were used to electing their own chiefs and kings, 
and their primitive sense of justice protected the rights of free men. 
The linguistic, political and legal interaction between the Roman and 
Germanic heritages was to put its mark on the future Europe. Byzan- 
tium and its successor, the Turkish Empire, did not foster any demo- 
cratic impulses, nor did Russia under Mongol domination. 

The last Germanic incursion into Italy came 568 AD and the invad- 
ing Lombard governed most of the region until 774, when they were 
defeated by Charlemagne (742-814). Self-governing city republics ap- 
peared in northern Italy in the early Middle Ages. The first Doge of 
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Venice was elected in 727 but political power soon gravitated to the 
merchant aristocracy. The same pattern was repeated in Genoa, Mi- 
lan, Florence, Pisa, Padua, Ferrara and Bologna which, unlike Venice, 
all had their origins in Roman cities. 

The city republics of northern Italy became a fertile ground for eco- 
nomic and political innovation and an inspiration to the budding trad- 
ing cities north of the Alps. Soon, most of them were able to establish 
relative independence from regional feudal lords. In Germany, many 
Flanseatic cities became sovereign states in the nominal Floly Roman 
Empire. The cities were a refuge for undesirables and dissenters; the 
jurisdiction of the regional princes ended at the city walls. The Flanse 
even managed to create a strong international confederacy and faced 
down both kings and emperors. 

In the late Middle Ages social unrest increased. In the fourteenth 
century the climate deteriorated, most arable land was already under 
the plough and the economy stagnated. War and famine took their 
toll. To top it all, the Black Death descended on Western Europe in 
1348. An estimated 25 million people, a third of the population, were 
struck down. Popular risings erupted in France (1358) and in England 
(1381), where the revolt took on religious overtones. 

In 1376 John Wycliffe (1324-84) began his sermons against the wick- 
edness of the times, the profanity of the church and the corruption of 
the popes; the Bible ought to be the supreme guide. He was accused 
by the church authorities, but influential patrons achieved his acquit- 
tal. The Bohemian Johannes Hus (1369-1415) embraced the ideas of 
Wycliffe, but was less fortunate; he was duly burned at the stake for 
heresy. After two decades of fighting, the moderates among his Czech 
followers reached a modus vivendi with the Emperor and the Catholic 
Church in 1436. 

From Wycliffe and Hus a straight line can be drawn to Martin Luther 
(1483-1546) and John Calvin (1509-64). The Reformation carried 
a democratic message, but served initially as a tool for the kings in 
their attempts to centralize power. In the sixteenth and seventeenth 
centuries the nation states managed to incorporate the old free cities, 
though many important privileges were preserved. In the Netherlands 
though, the cities took over most of the political power and estab- 
lished a liberal merchant democracy. 

The seventeenth century were the glory days of the Netherlands. De- 
spite constant warfare on land and at sea, the Dutch became the lead- 
ing trading and maritime power as well as the vanguard of political 
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and religious tolerance. Newspapers gained wide popularity and cen- 
sorship was light, in stark contrast to the neighboring countries. Po- 
litical power, however, was the reserve of the wealthy burghers . 1 The 
Friesian agrarian republics were more democratic - the old saying “ev- 
ery Friesian is an aristocrat” speaks for itself - but they lacked political 
influence on the national stage. 

The Reformation galvanized the quest for democracy. The Dutch war 
of liberation from Spain was also a fight for religious independence. In 
England too, the struggle against royalty took on religious overtones. 
Charles I was beheaded in 1649 and the date marks the first parlia- 
mentarian seizure of power, although the democratic legitimacy of the 
Rump Parliament was questionable, to say the least. 

The Restoration of 1660 notwithstanding, the House of Commons 
eventually established its authority. But far into the nineteenth century, 
the franchise remained very limited with a heavy bias against the cities. 
At the onset of the French Revolution, Great Britain was, along with 
Sweden, the only constitutional monarchy of any dignity. Together 
with republican Netherlands and Switzerland, they formed a rather 
unimpressive platform for democratic development in Europe. 

3.2 The democratic breakthrough 

The Renaissance saw the re-birth of classical antiquity in new and 
revolutionary forms. The equality of all men before God was implicit 
in the message of Jesus, but it was not clearly stated until the Refor- 
mation. Later on, the evolving humanism reinterpreted the charitable 
message of the gospels. Scientific advances enhanced the skepticism 
and rationalism of the enlightenment philosophers. All this and more 
besides combined to prepare the ground for a fundamental decentral- 
ization of political power. This did not, however, take place in Europe, 
but in the virgin soil of the British colonies in North America. Actually 
it was not a revolution, but a carefully reasoned evolution. 

In 1776, the Americans declared their independence and simultane- 
ously, human rights were proclaimed as the basis of democratic rule. 
The following year the articles of confederation for the United States 
of America were approved. A federal constitution was adopted in 1789 
and is still in force. The constitution limited the powers of the Union to 
certain clearly stipulated tasks. The state governments retained most 
of the political decision-making, including electoral legislation. The 
right to vote was quite extensive but, as a matter of course, did not 
include women or slaves. 
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Subsequently the US Constitution has been augmented with twenty- 
seven amendments. The first ten, called the Bills of Rights, were ap- 
proved straight away en bloc in 1789. Slavery was abolished in 1865 
and women were given the vote in 1920. The senators were originally 
elected by the state assemblies and served as a kind of Ambassador to 
the capital, but have been elected by popular vote since 1913. 

The French revolution broke out in 1789 when the third estate, mainly 
representing middle-class taxpayers, took over the government and 
displaced the king, the nobility and the church. The peasants or serfs, 
forming the great majority of the population, had no representation, 
but egged on the revolution together with the urban proletariat of 
Paris. The revolution was a consequence of financial mismanagement, 
the incredible blindness of the upper classes and the fatal hesitation 
of Louis XVI. The revolutionary ideas got a boost from the American 
struggle for independence, which had enjoyed the enthusiastic politi- 
cal and military support of France - mainly to annoy Great Britain. 

The overthrow of the government immediately acquired a brutal 
character when the weak regime proved unable to maintain order in 
the capital. An excited mob took to the streets and decided to force 
their way to the Bastille, releasing seven prisoners and massacring a 
number of jailers who had already laid down their weapons. 13 It was 
not the last time the street parliament would be used for the ends of 
the extremists. 

In The Old Regime and the French Revolution (written in 1856), de 
Tocqueville depicts how the revolution was the ultimate consequence 
of administrative centralization, which started already in the sixteenth 
century and led to the deterioration of local self-government. Hasty 
and half-baked reforms on the final stretch only made things worse. 

He says: “I cannot help feeling that had this revolution, instead of 
being carried out by the masses on behalf of the sovereignty of the 
people, been the work of an enlightened autocrat, it might have left us 
better fitted to develop in due course into a free nation.” 

This is not the place to dissect the drama of the French revolution, 
instructive though that may be. Suffice to say that irrespective of the 
wildly fluctuating opinions, political power inexorably drifted from 
the National Assembly into the hands of ever smaller coteries, commit- 
tees and directorates to land in the lap of Napoleon Bonaparte (1769- 
1821). The revolution further accentuated centralization and France 
still struggles with the ills of the traditional concentration of powers. 
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After a deluge of self-deceptive oration, new constitutions, ruthless 
bloodletting and new ladies fashions, the French had exchanged one 
incompetent monarch (Louis XVI) for an even weaker specimen (Lou- 
is XVIII). On the credit side we must recognize the metric system, 
a better judicial system (the Code Napoleon) and an improved ad- 
ministration. The peasants gained possession of the land they tilled, 
and the interests of the middle-class could no longer be ignored but 
the social tensions remained. In France, the revolution was sacrosanct 
until 1978, when Francois Furet deflated it in Penser la Revolution 
Frangaise”. He declared tersely: “The revolution is over.” 

The French revolution put the ideas of enlightenment into unde- 
served disrepute and did democracy a disservice. Europe was saddled 
with the reactionary Holy Alliance and even worse, a romanticized 
revolutionary ideology that poisoned reform efforts, particularly in 
the more backward countries. Idealistic self-sacrifice, intellectual ar- 
rogance and fixation with physical terror were to erupt time and again 
in senseless acts of violence. When a revolution is necessary, it is un- 
fortunately impossible and when it is possible it is unnecessary - the 
powers that be are already open to reform. 3 

The fate of the Russian revolutionaries in the 19th century is the most 
depressing and also the most fatal example of misguided idealism. 
Revolutionary self-righteousness was acted out to the hilt against the 
representatives of the Tsarist government - the more reform minded 
they proved to be, the harder they were hit. The best and the worst 
of East and West created a witches’ brew that eventually threatened 
civilization itself. 

National fanatics have other goals, but their methods are identical 
and the result sometimes equally catastrophic. Finland had one lone- 
ly assassin, Eugen Schauman, who in 1904 committed suicide after 
shooting Bobrikov, the Russian governor general. The deed was incon- 
sequential, whereas the Black Hand, a group of Serbian conspirators, 
launched the First World War when they assassinated the crown prince 
of Austria on 28 July 1914. Anyway, a suitable casus belli would have 
presented itself sooner or later. 

Democratic ideas may have achieved wide dissemination through the 
French revolution, but practical democracy was sorely neglected. Na- 
poleon introduced advanced constitutions wherever he went, but as 
Benjamin Franklin (1706-90) pointed out in his confrontation with 
the British Parliament “No power, how great so ever, can force men to 
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change their opinion.” When Europe receded to become a democratic 
backwater, the United States was the obvious vanguard, and thence 
the twenty-six year old Alexis de Tocqueville (1805-59) traveled in 
1831. La Democratic en Amerique was published in two volumes in 
1835 and 1840. 4 

de Tocqueville had secured for himself and his friend, Gustave de 
Beaumont, an official mission to study the local prison administration. 
They did write a detailed report, but the real objective was to study 
the democratic form of government and its potential application in 
Europe. The two friends traveled all across the United States for nine 
months, covering 11,000 kilometers including a detour to Canada. 

de Tocqueville shows a deep understanding of the spirit of democracy, 
its prospects and advantages as well as its pitfalls and limitations. De- 
spite his clear political convictions, he approaches the subject matter 
with commendable objectivity. We will return to de Tocqueville’s ob- 
servations and conclusions on a number of occasions. For now it suf- 
fices to quote his dry comment on the fact that not even free Negroes 
had a vote: “The majority claims the right not only of making the 
laws, but of breaking the laws it has made.” 

In 1848 all of Europe came down with revolutionary fever, begin- 
ning in France. After a relatively bloodless revolt, the constitutional 
monarchy was replaced with a liberal democratic regime which de- 
clared universal suffrage, (de Tocqueville served a short term as for- 
eign minister in 1849). After various pirouettes, the democratic disor- 
der was replaced in 1852 by a new emperor, Napoleon III. A military 
defeat at the hands of the Germans was required to restore democracy, 
but only after serious convulsions during the Paris Commune of 1871 
which aimed at the establishment of a socialist republic. 

Other countries were spared traumatic events of this magnitude, but 
one country after the other enacted reforms in a democratic direction. 
In Great Britain, a Reform Bill was passed in 1832, but it still ex- 
cluded two thirds of the male population from the franchise. In 1867 
most males with a permanent residence were granted the vote; in 1918 
women over 30 years of age got the franchise but complete equality 
was gained only in 1928. 

The expansion of elementary education was an advance comparable 
to electoral reform. Widespread literacy is a precondition of modern 
democracy; there is a striking correlation between the level of educa- 
tion and social progress. In Europe, one country after another intro- 
duced obligatory education for children. 
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Scotland was first in the field in 1561 when the newly established Prot- 
estant Church of Scotland proposed free education for the poor. In 
1633 the Scottish Parliament translated words into deeds by introduc- 
ing a new tax to finance the project, and at the turn of the century the 
greater part of the population was literate. The Scottish Enlightenment 
followed in due course half a century later, featuring luminaries such 
as David Hume (1711-76) and Adam Smith. The American Puritans, 
too, valued basic education and appreciated higher learning as well. 
Harvard College was founded in 1636, sixteen years after the pilgrims 
landed in Massachusetts. 

Up to the First World War (1914-18), Europe was the scene of unpar- 
alleled prosperity. The Great Powers had divided the colonies between 
them; world trade expanded under Pax Britannica; industry, art and 
science flourished; social integration proceeded at an increasing pace. 
The arrival of democracy and the democracies seemed an irreversible 
fact. The twentieth century thoroughly disproved this optimism. De- 
mocracy was facing a momentous challenge. 

3.3 Democracy in crisis 

How could things go so wrong in Europe? In retrospect, the First 
World War seems a completely meaningless event, an orgy in irrational 
minus-sum play. The United States had its own cataclysmic experience 
in the Civil War of 1861-65, but then at least the clash of interests and 
opinions was serious and easily understood. 

If we rank the belligerents according to the degree of democratiza- 
tion, a pattern can be discerned. The most authoritarian regimes, Aus- 
tria-Hungary and Russia, were also keenest on starting a fight; both 
harbored hopes that a popular, external conflict would augment the 
tattered prestige of the respective dynasties and put a lid on internal 
ferment. Austria was particularly keen, although it wasn’t anticipating 
a great European war. Serbia had to be punished though, preferably 
by conquest, and Austria would not be restrained by its German ally. 
Russia was allied with France, but had actually no interests of its own 
to protect. Yet the Serbs were a sister nation and the Tsar would have 
lost face if he had not intervened. 

Germany had nothing to gain from a war; the war aims were invented 
only after the fact. Wilhelm II had close relations of family and friend- 
ship with both the Russian and the British royal houses and at the last 
moment wanted to stop the outbreak of hostilities. But the German 
Chief of Staff, von Moltke, announced coolly that the mobilization 
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could not be interrupted. To change the Schlieffen Plan in order to 
attack Russia rather than France was even more impracticable. The 
Emperor gave in. His prestige would not have survived an about-turn, 
which in any case might have spelled military disaster . 5 

War broke out with a seemingly inevitable inner logic. France was nat- 
urally obliged to defend itself and a spirit of revenge after the 1870-71 
defeat was also evident. Great Britain, the most stable democracy, 
needed more time to reach a decision. The probable victory of Ger- 
many and its overt ambition to challenge British naval supremacy fi- 
nally decided the issue, and the British Empire went to war in order 
to preserve the continental balance of power; the German occupation 
of neutral Belgium made manipulating popular opinion all the easier. 
The United States only joined the conflict in 1917, provoked by the 
German submarine offensive, and brought the war to an end. 

Although all the belligerents came to see the futility of war, there 
was no way to make a reasonable peace. Victory presented the only 
way to compensate, at least psychologically, for the enormous losses. 
The democracies survived the ordeal relatively intact, while the three 
empires that caused the misery, all crumbled. Semi-democratic Germa- 
ny survived as an unstable democracy, but Austria-Hungary fell apart. 
Russia was subjected to social collapse and sank into barbarism. 

I have dwelt in some detail on the First World War because, on ac- 
count of its boundless stupidity, this conflict is a symptom of a deeper 
malady. When war broke out, the enthusiasm was great in the capi- 
tals of the belligerent nations, except for London. Young men viewed 
war as a test of manhood, a way to escape the boredom of the daily 
drudgery. The war can also be viewed as an atavistic paroxysm that 
reduced a looming over-population and gave vent to suppressed, sexu- 
ally charged aggressions. But such pop-psychology only scratches the 
surface. A thorough diagnosis is high on my wish list. 

The war in Europe was followed by hunger, unemployment, inflation, 
social unrest and the Spanish flu, which swept across the world and 
killed tens of millions of people, many more than the war. The commu- 
nist dictatorship won the day in Russia, even if the world revolution 
stopped at the borders of the Soviet Union. But the fear of communism 
promoted fascism, first established in Italy. In Germany and Japan, de- 
mocracy succumbed in the wake of the great depression. Totalitarian 
ideologies started to penetrate the remaining European democracies. 
Young people were not attracted to soft humanism or bland democ- 
racy, and the will to defend their country touched rock bottom. 
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In contrast to its predecessor, World War II (1939-45) seems ines- 
capable. The treaty of Versailles was an open invitation to revenge; the 
United States chose isolation; the League of Nations was an empty ges- 
ture. The clash between peaceful democracies and dictatorships bent 
on world domination was inevitable. Fortunately, a test of strength 
between Joseph Stalin (1879-1953) and Adolf Hitler (1889-1945) was 
just as unavoidable, the Molotov-Ribbentrop pact notwithstanding. 
Even so the summer of 1940, when Winston Churchill (1874-1965) 
alone and isolated defied the enemy, indicates the darkest hour of de- 
mocracy. 

In the autumn of 1939 Finland was in an equivalent position, alone 
against a formidable enemy but without the sea or a navy for protec- 
tion. I remember very well how, on the 30th of November the first day 
of the winter war, I watched the Soviet bombers approaching Helsinki 
from bases in Estonia, only fifteen minutes away. But a democracy, large 
or small, is a difficult adversary if the people believe in their cause. The 
Soviet Union had to content itself with a partial victory. Finland sur- 
vived and pulled through the war and the vicissitudes of the post-war 
period avoiding occupation and with an intact democratic system. 

Without a heroic military effort (92,000 fallen) the country would 
not have survived, but in the end diplomacy proved decisive. Between 
the world wars, Finland had gained considerable goodwill in the west. 
Particularly in the United States, Finland was known as the country 
that pays its debts - rarely have amortizations produced a better pay- 
off! When Britain and France threatened to come to the rescue in 1940, 
Stalin decided to avoid friction with his future allies. In the summer of 
1944 a similar scenario was played out, only now Stalin’s concern was 
the United States. Finland could wait for a more propitious moment. 

It never came. 6 

Churchill was justified in his faith in victory. When Hitler and Sta- 
lin finally clashed in the summer of 1941 and Japan had pulled the 
United States wholeheartedly into the war, the outcome was evident. 
The atom-bomb arrived only to deliver the coup de grace to Japan. 
The democracies were not out of danger, however. Stalin only paused 
for breath and proceeded to get his own nuclear weapons. Eastern and 
central Europe were under Soviet domination, Western Europe was 
bombed out and wide open to communist infiltration. Even Britain 
was subject to radicalism. 7 Later on, China fell to communism and 
most of the third world seemed headed in the same direction. 

Without the United States and President Harry S. Truman (1884- 
1972) the game would have been up. 8 He realized that a reiteration of 
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the isolationist policy after World War I would have left Stalin an open 
field and eventually put the United States in an impossible position. 
The Marshall Plan and NATO gave Europe a shot in the arm, while a 
resolute re-armament put paid to Soviet military advances. The resolu- 
tion of the United States was tested in Korea, where Truman brought 
communist aggression to a halt and also drew a line to warfare by 
refusing General Mac Arthur the use of nuclear weapons. 

Truman’s containment policy was not spectacular. It required both 
patience and firmness, but would prove surprisingly successful. The 
erstwhile mortal enemies, Germany and Japan, not only came into 
the democratic fold but turned into the best of allies. Overall, the ex- 
pansion of communist dictatorships was stopped, with Cuba as an 
irritating exception. The Vietnam War ( 1964-73) was an embarrassing 
failure, a mini-crisis where American arrogance brought on a fiasco. 

An American business acquaintance told me at the time; “see how 
powerful we are, we conduct a war on the other side of the Pacific but 
live in peace at home.” That’s precisely what went wrong. A democ- 
racy can’t make war offhandedly, particularly not with conscripts. A 
democracy wants to hit with all its might - here I am paraphrasing de 
Tocqueville - get it over with and the boys home as soon as possible. 
Students were mostly exempt from military service and had no way 
to maintain their dignity apart from opposing the whole business on 
principle. Mercenaries are good for limited policing operations, but 
conscripts can fight only if they feel at one with the nation. 

During the Vietnam War a latent anti-Americanism first came to the 
fore in Europe, but the Soviet menace muffled the protests. Despite the 
tension, the democratic front held, and eventually began to push the 
Soviet Union on the defensive. Despite domestic and European pro- 
tests, President Ronald Reagan (19 11-2004) P ut increasing pressure 
on the Soviets, who had forced themselves into a political and eco- 
nomic dead-end. 9 The denouement of the Soviet empire came surpris- 
ingly quickly and the whole enormous structure collapsed like a house 
of cards. The world was safe for democracy and the long-standing 
crisis was over. At least, that’s what Francis Fukuyama stated in 1992 
in The End of History and the Last Man. 

3.4 Democratic weakness and strength 

Between the world wars, democracy was challenged by totalitarian 
movements that advocated direct, violent action and the absolute su- 
premacy of the party. The attraction of Fascism and Nazism was based 
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on anti-Semitism and a narrow-minded nationalism. On the left, the 
mainspring of Marxism and communism was class hatred, that is, 
institutionalized envy. The pseudo-scientific nature of Marxism also 
attracted unworldly enthusiasts and intellectual snobs. The democ- 
racies exhibited inexplicable irresolution and pitiful confusion when 
confronted with these totalitarian challenges. 

European intellectuals fell for the leftist ideology almost to a man. It 
offered a shortcut to power, an irresistible allure to excitable souls with 
a superiority complex who despised democratic bickering. It was a 
small price to ignore awkward facts and take everything at face value, 
thus safeguarding the good conscience of a devoted pioneer of hu- 
manity. A long progression of pilgrims to the Soviet paradise weren’t 
deceived, really - they merely saw what they wanted to see. This state 
of mind can best be described as conscious self-deceit. 

While the great number of fellow travelers can be forgotten, the few 
exceptions are worth remembering. Andre Gide (1869-1951) traveled 
to Moscow in 1936 as a communist, but severed his links to the party 
on his return by publishing a biting criticism, Retour de I’U.R.S.S.' 
George Orwell (1903-50) always had his heart on the left, but that 
is precisely why his sarcasm is so scathing in Animal Farm, and why 
1984 is such a realistic totalitarian dystopia. 

In Darkness at Noon Arthur Koestler (1905-83) delivered an elo- 
quent testimony on the fall of communist ideology. He was originally 
a Zionist, became a communist in the 1930s and worked enthusiasti- 
cally for the Soviet propaganda machinery. Koestler was disillusioned 
by the show trials in Moscow, but nonetheless joined the republicans 
in the Spanish civil war. Only several years under constant threat of 
execution in Franco’s prison provided enough distance to finally settle 
his accounts with communism. 10 

Nazi ideology represented an atavism, a regression to primal social 
forms. Communism claimed to stand for a great leap into the future, 
but in reality found its driving force in the same soil. Practical politics 
also followed joint totalitarian principles: boundless leader- worship, 
complete social control, extermination camps, the whole society on a 
war footing, institutionalized lying - the extremes were converging. 

The extremist threat was met by incredible indulgence. Perhaps agita- 
tion and rabble-rousing must be tolerated in the name of freedom of 
speech, but the revolutionaries were generally handled with kid gloves. 

In Italy, Benito Mussolini (1883-1945) could unimpeded pursue terror 
tactics prior to his coup in 1922. One year later, Hitler tried to follow 
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his example. Hitler failed and was sentenced for his bloody putsch, 
but released after a round year in prison. The communist threat wasn’t 
taken seriously either. Infiltration in labor unions and the civil service 
hardly met with any countermeasures. 

The inborn conservatism of people - political inertia, pure and sim- 
ple - served as the passive defense of the established democracies. In 
contrast to the intellectuals, ordinary people were not taken in by the 
ideological mirages. The man in the street had more confidence in 
their well-known leaders than in revolutionary demagoguery. To a 
certain extent, the violent attacks from right and left neutralized each 
other. Still, the political infection was malignant and many nations 
succumbed irrevocably. 

Totalitarian ideologies can be compared to infant diseases. A naive 
population will inexorably be infected. Long-term immunity ensues if 
the disease is overcome, but it eventually falls off. Recurrences are usu- 
ally less serious, but democracies are always prone to new, unknown 
infections. Unfortunately, there is no way to stamp out demagoguery 
and populism, lies and deceitful half-truths. We just have to put up 
with them. 

Strong democracies are good at integrating their dissidents. After a few 
decades, even the angriest of young men may find themselves among 
the pillars of society. Democracies have a way of exploiting their worst 
critics, to extract the incipient value and thus neutralize the destructive 
effect. The best democrats were often former communists, disenchant- 
ed with their ideology and therefore best suited to expose it. 

Among politicians we could point at Ernst Reuter (1899-1953), Willy 
Brandt (1913-9Z) and Aneurin Bevan (1897-1960). Milovan Djilas 
(19 1 1-9 7) was Tito’s second in command and supported him in the 
conflict with Stalin. He made a break with communism in 1957 by 
publishing The New Class, a reckoning with the thoroughly corrupt 
nomenklatura. 

Immediately before the Winter War Arvo Tuominen (1894-1980), 
the Chairman of the Communist Party of Finland, left Moscow in 
1939 to stand by his native country. His defection was an example to 
the domestic communists and unified the resistance against the Soviet 
attack. 11 

A democratic society implies continuous, collective learning. Like 
evolution, it advances by trial and error, step by step even if diverse 
shortcuts to a brilliant future are eagerly presented and promoted. Ul- 
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timately, only experience can give a definitive answer and the feedback 
is often negative. Stable democracies don’t change tack every time the 
winds of political fashion twist and turn. The most sensible response 
is often to wait and see. 

In spite of an innate conservatism, democracies generally adapt fair- 
ly well to both internal and external change. But unlearning is more 
trying than the learning of new habits, and the best democracies can 
sometimes be stuck in self-satisfied stagnation. To surrender time-hon- 
ored but outmoded precepts can be a blow to the occasionally exag- 
gerated self-assurance and calls for a long grieving process. 

Switzerland is an epitome of democracy, but for that very reason it 
is unwilling to divest itself of traditions, abandon the alpine fortress 
and join the EU. Norway is also aloof, and complacent to boot but 
the Norwegians can afford it, thanks to their oil and natural gas. In 
Sweden, the welfare state has become a holy cow, an object of worship 
that may not be questioned, much less slaughtered or even subjected 
to a slimming diet. Swedish neutrality is an unassailable icon, out of 
touch with current realities. All three countries are convinced they are 
exemplary democracies, which only makes it harder to adapt to the 
new realities. 

Democratic strength can turn into a weakness, or at least a severe limi- 
tation. But ostensible weaknesses, such as tolerance, openness, eternal 
compromising and slow decision-making hide an underlying strength. 
When it really matters, the democracies can become formidable oppo- 
nents. At the dawn of the second World War, the dictators of the day 
did not expect Britain and the United States to stand up to the burdens 
of war, but indulged in wishful thinking about depraved and degen- 
erate democracies. Were not the citizens of the democracies loudly 
testifying to defeatism, social evils and discord in stark contrast to the 
exemplary discipline at home? 

Later on Stalin and his successors had more respect for American 
power, but were still convinced they could outmaneuver and wear 
out their main opponent. Stalin had lost his faith in world revolution 
at an early stage, and based his expanding empire on Soviet military 
power and political centralization. The monolithic power could not 
but impress surrounding countries and many, perhaps the majority in 
Europe, prepared mentally for a communist victory. The defenders of 
democracy deserve all the more respect. However, the dejection of the 
cold war and a deficit of civil courage are still lingering. Europe has 
not yet regained her mental strength. 
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3.5 Democratic self-organization 

The power of the governed over the governors, the circularity of pow- 
er, expresses the principle of democracy in a nutshell. But the power of 
the people is open to many abuses - the tyranny of the majority by ar- 
bitrary and unjust government. Early on Aristotle made a distinction 
between law-abiding and lawless democracies. Constitutions provide 
a limited number of fundamental rules that may be changed only after 
repeated deliberations and/or by a supermajority. This is to prevent 
strong but fleeting emotions or miniscule majorities from turning the 
helm of government to and fro. 

In ancient Athens, all serious matters were subject to an open vote by 
the citizens. Thucydides ( 460 ^- 404 } BC) tells us how, in 427 BC the 
popular assembly, egged on by Cleon, decided to punish a revolt in 
Mytilene by killing every man on the island and selling the women and 
children as slaves. The next day, calmer counsels prevailed, and the 
new decision arrived just in time; the assembly deemed it sufficient to 
execute only one thousand prominent Mytileneans. But a decade later, 
the sovereign people took the ‘Cleonian’ view when dealing with a 
revolt on the island of Melos. 

The notorious inconstancy of the Athenians contributed to Plato’s 
misgivings about democracy. This skepticism has been shared by other 
notable thinkers such as Thomas Hobbes (1588-1679). The idea that 
the ignorant people might be capable of ruling themselves was deemed 
absurd. 

The American Revolution put these pundits in the wrong. In 1780 
all the colonies (later, states) adopted their own constitutions. The ex- 
isting local self-government was thus transformed into full sovereignty. 
The step to a union was more difficult. But the hardships of the War 
of Independence had created a strong feeling of shared destiny and 
the loose confederation of 1781 was replaced in 1789 by the present 
system of federal government. 

During the constitutional convention in Philadelphia, the delegates of 
the sovereign states disagreed on most things, particularly on matters 
concerning the balance of power between the federal and state govern- 
ments. But rarely has a political discourse attained such a high stan- 
dard. After a four-month debate in 1787, a text was drawn up that won 
general approval. (Rhode Island sent no delegates and subsequently 
refused to sign.) Ratification required nine states out of thirteen to ap- 
prove the federal constitution. In many states the fight ran very close 
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and Rhode Island only ratified the constitution in 1790, after George 
Washington (1732-99) had already been elected President. 

The hard struggle over the constitution ended only when the federal- 
ists agreed that it would be supplemented by an unequivocal declara- 
tion of civic rights. The ten first amendments to the constitution (the 
Bills of Rights) were all enacted by the first federal congress and taken 
together they meet this objective. The citizens are guaranteed freedom 
of worship and of speech, the right to bear weapons, security of prop- 
erty and trial by jury. 

The US constitution follows the principle of a tripartite division of 
power between the legislature, the executive and the courts, applying 
the ideas of Charles Montesquieu ( 1689-1755) presented in De L’esprit 
de lots' It puts heavy emphasis on the checks and balances between the 
different spheres of power. The might of the majority is also modified 
by the fact that every state is represented by two senators, regardless 
of the size of population. The senate has considerable powers and a 
longer mandate than the directly elected House of Representatives. 

The US constitution has served as a model for good governance in 
many countries, particularly in Latin America. We will return later to 
the question of why the quality of government nonetheless is so vari- 
able. Obviously no amount of fine-tuning of the constitution is likely 
to be helpful. 

James Madison (1751-1836), ‘the father of the constitution’ and the 
fourth President of the United States, anticipated Churchill when he 
looked back on his life’s work: “Our government was far from perfect, 
but less bad than all the others.” Modern game theory would have 
been a consolation to Madison. It shows that a complex set of rules 
cannot be free from contradictions. It follows that no constitution can 
provide an unambiguous interpretation in every situation. 11 

The electoral process and the control thereof has always been a stum- 
bling block to democracies. Psephology, the science of electoral pro- 
ceedings, teaches us that there is no such thing as a perfect electoral 
process. Every variety has its pros and cons. A democratic choice of 
the electoral procedure is no solution, because the forms of this elec- 
tion remain arbitrary. There is no uniquely just method of appointing 
democratically elected representatives for a large collective. 
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In Social Choice and Individual Values (1951), Kenneth Arrow analy- 
ses the fundamental difficulties of joint decision-making. He proves 
that it is impossible to construct a democratic voting system which 
would unambiguously select between three or more alternatives if cer- 
tain reasonable democratic criteria are to be fulfilled. 

More important than the election protocol, is the integrity of the elec- 
tion. Voter registration, the secrecy of the vote, ballot box supervision, 
the counting of votes - at every point cheating is possible and mere 
suspicion is a blow to the credibility of the election. The will of the 
people comes under a cloud if the sanctity of the election is violated. 

We know from experience that neither advanced constitutions nor 
electoral subtleties decide the viability of a democracy. On the other 
hand, centuries of learning from joint plus-sum play can create a civic 
spirit, which is the critical resource of a democratic society. Robert 
Putnam has produced empirical proof of this causality in a pioneering 
study . 13 

Putnam compared the efficiency of regional administration in various 
parts of Italy in the 1970s and -80s, after a major decentralization 
of the administration. The differences were great, but the reasons re- 
mained a mystery until he began to study the historical background. It 
transpired that the northern regions of Italy, primarily Lombardy and 
Emilia-Romagna, had a tradition of self-government dating back to 
the early middle ages. By contrast, southern Italy had been subject to 
serial repression by Byzantine, Arab, Norman, Imperial and Spanish 
overlords, without the opportunity to develop even a rudimentary lo- 
cal administration. The correlation between historical experience, civic 
responsibility, the efficiency of regional government and, ultimately, 
economic welfare was quite astonishing. Apparently the recipe for suc- 
cessful democracy is the same as for English lawns; just let them lie for 
a few hundred years. 

The Achilles’ heel of government is implementing the constitution and 
protecting vital human rights; even Stalin’s Soviet constitution was im- 
maculate. Therefore, the organization and quality of law enforcement, 
from the Supreme Court down to daily police work, determines if a 
democracy is to be or not to be. Jurisprudence can be influenced by an 
all-powerful executive, by wealthy tycoons or by ruthless criminals. 
The inherent sluggishness of the legal machinery doesn’t improve the 
situation - a court ruling may be endlessly delayed. 

Freedom of speech is the cornerstone of democratic government and 
the media have been the scourge of the rulers ever since the eighteenth 
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century. Even to the point that one might ask whether the fourth estate 
lacks checks and balances, de Tocqueville says it concisely: “Noth- 
ing is worse than a free press, except censorship, of course.” Every 
democratic country has the press it deserves. Media abuses ought to 
be taken with the same equanimity we reserve for extremist opinions 
- we just have to suffer them, get used to them and maybe by and by 
get rid of them. 

If the media sometimes go overboard, it is a trifle compared with 
their important function in society. An early, laudable example is a se- 
ries of 85 newspaper articles in support of the new federal constitution, 
published in New York 1787-88 by Alexander Elamilton (1757-1804) 
and James Madison. These so-called Federalist Papers are a timeless 
reminder of the problems of democratic society. 

A short passage in the article number 51 is worth quoting. It concerns 
the concentration of too much power in a few hands: “Ambition must 
be made to counteract ambition. The interest of the man must be con- 
nected with the constitutional rights of the place. It may be a reflection 
on human nature, that such devices should be necessary to control the 
abuses of government. But what is government itself, but the greatest 
of all reflections on human nature? If men were angels, no government 
would be necessary. If angels were to govern men, neither external nor 
internal controls on government would be necessary. In framing a gov- 
ernment which is to be administered by men over men, the great dif- 
ficulty lies in this: you must first enable the government to control the 
governed; and in the next place oblige it to control itself. ” Apparently, 
the French revolutionaries did not pay attention to these reflections. 

A working relationship between the ruling elite and the great majority 
of citizens is the key to the democratic plus-sum game. It is the task of 
the elite to initiate and lead development through an intensive internal 
debate. If the people fashion their opinions on their own, any change is 
unlikely. The majority will prefer the old, the safe and the well known, 
be it a question of the constitution or the system of weights, measure- 
ments or money. If the elite is corrupt, depraved or merely passive, it 
forfeits its legitimacy, loses the initiative and is outflanked by populist 
movements. 

Democracy is the most demanding form of government and it pre- 
supposes continuous learning and as well as unlearning. Success is 
directly proportional to the available moral capital. In the following 
chapters we will try to come to grips with these elusive but decisive 
causalities. 



Chapter 4 

The foundations of morality 



Basic morality cannot be derived from long-term self-interest or from 
fundamental principles . 1 The myth of innocent man, good by nature, 
is a related illusion that has resulted in many evil deeds. Social cap- 
ital can structure a small community, but is insufficient as a moral 
surety for large societies. Human rights touched rock bottom during 
the French revolution; when the ends justify the means, both liberty 
and equality are doomed. Karl Popper and Friedrich von Hayek punc- 
tured the delusion of an almighty human intellect, and delineated the 
limits for scientific understanding; tolerance and pluralism are logical 
consequences of human fallibility. Morality is the minimum factor for 
success at all organizational levels; a democracy gets the politicians 
it deserves. Everything can be purchased for money except morality, 
which has to be employed economically, although it is free of charge. 



4.1 Rational morality 

Ever since Socrates (469-399 BC) the philosophers have excelled at 
speculating on the nature of morality and truth. The great ambition 
has always been to derive, from first principles, a rational morality 
or rather a more abstract category called ethics. The problem is that 
impeccable logic tends to deteriorate into a circular argument. Proof 
of the hypothesis is covertly included in the basic assumptions. Alter- 
natively one ends up with empty tautologies that go nowhere. This is 
not to say that classical philosophy is lacking in penetrating thought 
and noble conclusions. But in reality the conclusions first came across 
as self-evident. Only then did philosophers employ subtle reasoning to 
deduce the desired inferences from crystal clear assumptions. 

The mediaeval scholars perfected this art of sophisticated self-decep- 
tion. Starting from first principles and supported by the writings of Ar- 
istotle they went to great lengths to prove the existence of God and the 
rationality of Christianity. Baruch Spinoza (1632-77), a non-denomi- 
national, excommunicated Jew from Amsterdam, became the unlikely 
fulfiller of the scholastic program. In his posthumously published Eth- 
ics, he presents in geometric formalism a consistent worldview and a 
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rational theology, which somewhat paradoxically arrives at a mystical 
pantheism. 

In contrast to his mentor Descartes (1596-1650), Spinoza propounds 
a metaphysical monism; body and soul are two sides of the same re- 
ality. In very general terms, he derives the human psyche from pri- 
mary forces, such as self-preservation, the will to power (or freedom) 
and self-realization. The highest form of human happiness is realized 
through intellectual love of God. Spinoza manages to combine funda- 
mental determinism with an overly abstract code of ethics that, unfor- 
tunately, cannot give us much guidance for our daily existence. In an 
unfinished manuscript he also makes a logically stringent case for the 
superiority of democracy as a form of government. 

Logical flaws notwithstanding, the philosophers of the seventeenth 
and eighteenth centuries propagated new attitudes and values. Er- 
asmus of Rotterdam (1466-1536) was already a devoted proponent 
of enlightened humanism, whereas John Locke (1632-1704), David 
Hume and Immanuel Kant (1724-1804) represent a modern, skeptical 
view of the world. The so-called Philosophers of the Enlightenment, 
Voltaire (1694-1788) in particular, were distinguished by their strong 
social and political commitment. They were the inspiration of both the 
American and the French revolution and only Marx is their equal in 
political influence. 

Jean-Jacques Rousseau (1712-78) is often regarded as an Enlighten- 
ment philosopher, but could as well be placed in a utopian tradition 
that began with Plato and ends with Marx. Rousseau’s thesis of the 
supremacy of emotions met with the approval of a public that was 
sick of the rationality of the Enlightenment. Back to Nature became a 
fashionable slogan, shepherds and shepherdesses were chic, and there 
was no limit to the idealization of primitive peoples. 

Rousseau is a hyper-exponent of romanticism in all its forms. The myth 
of the golden age or the lost paradise, populated by moral innocents, 
is deeply rooted in the psyche of cultured humans. Alas, all attempts to 
actually return to nature have failed miserably. Nonetheless this par- 
ticular form of self-delusion maintains its popularity. 

In his main political work, Le contrat social ou principes du droit pub- 
lique *, Rousseau developed the romantic view of nature into a theory 
of government. The notion of a treaty between citizens as the foun- 
dation of government goes back to ancient Greece (in stark contrast 
to Rome). Rousseau’s social contract is based on a utopian level of 
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morality when all citizens can agree on the common good. He ignores 
such democratic subtleties as the electoral system, courts and consti- 
tutions; decent people live in harmony without such fancies. When it 
comes to the system of government, Rousseau is remarkably tolerant. 
Aristocracy, even a monarchy is acceptable, provided it implements 
the will of the people, the public consensus, la volonte generate. 

The French revolution was strongly influenced by Rousseau’s idea 
while the fathers of the American Union had fewer illusions about 
the selflessness of human nature. From Rousseau’s social contract a 
winding but fairly visible path leads to the totalitarian states of the 
last century. To be sure, the unanimous will of the people was realized 
in its purest form through a power wielding dictator. The illusion of 
limitless freedom consistently turns into its opposite. 

In modern times John Rawls (1921-2002) has in A Theory of Justice 
made a respectable effort to infer an unimpeachable social morality 
from fundamental principles. He presents a ‘thought experiment’ with 
citizens debating the shape of an optimal society. In order to safeguard 
objectivity they (or Rawls) assume that there should be no foreknowl- 
edge of the health, wealth or social standing of the individual. Under 
the veil of ignorance the assembled citizens will, according to Rawls, 
arrive on rational grounds at a set of rules that reflect justice and fair 
play. 

The rights of the individual are the primary concern, but they are com- 
plemented by the Difference Principle. Differences in wealth are accept- 
able only provided those who are worst off can profit from them. Thus 
equality is given a definite weight; an improvement in the standard of 
living is legitimate only if the poorest share in the added value. 

Rawls was accused, with some justification, of conducting a circular 
argument. The carefully deduced conclusions are all too politically 
correct, and fit perfectly into a liberal democratic frame of reference. 
Robert Nozick (1938-2002), who in Anarchy, State and Utopia repre- 
sents a more conservative line, was the foremost critic of Rawls, and 
compelled him to modify his position. 

The intellectual adventures of the great philosophers are instruc- 
tive blind alleys. Only Ludwig Wittgenstein (1889-1951), the premier 
exponent of analytical philosophy, put a stop to this splendid series 
of philosophical self-reflections. He pointed out the limitations of ev- 
eryday language in the context of logical reasoning: “Every honest 
philosophy is self-destructive. ” Solely mathematics, and above all for- 
mal logic, can maintain the absolute mental purity that is essential to 
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avoid logical fallacies. In Tractatus Logico-Pbilosopbicus (1921) Wit- 
tgenstein methodically demolishes the hope of deducing anything but 
tautological truths from a priori arguments. The final conclusion has 
gained fame: “Wovon man nicht sprechen kann, daruber muss man 
schweigen.”' 1 

A few years earlier Bertrand Russell (1872-1970) and Alfred North 
Whitehead (1861-1947) had published Principia Matbematica, a gran- 
diose attempt to explain the foundations of mathematics in mathemat- 
ical terms. Wittgenstein pulled the rug from under their reasoning. No 
system is self-explanatory, but rests on axiomatic faith. In 1933 Kurt 
Godel (1906-78) followed up this insight by deducing mathematically 
that no interesting formal system (e.g. the number system) can prove 
its internal consistency - that is its reliability. 1 

I claim that it is impossible to arrive at a tenable ethics on purely ratio- 
nal grounds, just as it is impossible to pull oneself up by the hair. Still 
Wittgenstein was himself a peripatetic morality. For him the insistence 
on intellectual honesty was absolute and he strived to follow that pre- 
cept in his own conduct. At Christmas time 1937 he approached his 
friends in Cambridge to confess hypothetical infringements. Among 
other things he may have dodged his Jewish origins. When he met with 
the incredulous exclamation “What is it? You want to be perfect?” His 
reply was “Of course I want to be perfect.” 3 

4.2 Social capital 

Social structuring takes place in any group, where individuals have 
an opportunity to build mutual trust. As the group grows it tends to 
split up, just as spontaneously; there is no longer room for all the in- 
flated egos. To keep a large group together, a sufficient joint interest is 
called for. In addition you need either a charismatic personality or an 
ingrained ethic to subdue conflicts and keep the free-riders in check, 
safeguarding the plus-sum game. 

Water distribution on Bali is a classic example. Water is a scarce re- 
source, which is channeled to the rice paddies. In the rolling landscape 
water allocation is a potential source of conflict and cooperation is 
essential. The distribution system is managed by a subak, a self-orga- 
nized group of about 200 rice-growers who cultivate a total of about 
50 hectares. They have their own democratically elected functionaries 
who take care of channel maintenance and water management. The 
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subak decides on planting, fertilizing, pest control, seed purchasing 
etc. The farmer at the end of the water channel is preferably elected 
distribution manager. 

The subak is an ancient organization and is still involved in reli- 
gious ceremonies, pilgrimages to holy places and harvest festivals; a 
hermaphrodite rice deity is included in the ceremonial. The water cult 
was served by priests and temples who stood for the legitimacy of 
the regulations and who arbitrated between the subak s in times of 
drought. The government wisely did not meddle in this smoothly run- 
ning system. The subak s have proved very adaptive. They accepted the 
short stemmed ‘miracle rice’ with enthusiasm even though they had to 
change the methods of cultivation, harvesting and storage. Traditional 
technology has given way, but the cooperative spirit has survived. 4 

There are plenty of similar examples of low-level self-government. 
Common land and communal fishing rights have often been exploited 
in a sustainable way by applying mostly unwritten rules for collecting 
firewood, pasturing or fishing. One example, studied in detail, is the 
lobster fishing in Maine where the quantity and quality of the lobster 
catch has been preserved by self-organized fishermen . 43 The so-called 
tragedy of the commons - the senseless over-exploitation of resources 
held in common - is actually a variety of the prisoner’s dilemma. It is 
avoidable if sufficient social capital can be deployed. Unfortunately, 
unfettered grazing and slash-and-burn agriculture is destroying the 
very basis of cultivation in many developing countries. 

Easter Island in the Pacific, some 2000 km from the Chilean coast, is 
a dramatic example of social self-destruction. According to the latest 
chronology the first inhabitants arrived from eastern Polynesia to an 
earthly paradise around 1200 AD. But overpopulation, deforestation 
and soil erosion led to ecological disaster and internal strife. When the 
Europeans arrived in 1722, all the colossal stone statues were over- 
turned and the local alphabet, the only one in Polynesia, was forgot- 
ten. The population had shrunk to a fraction of previous numbers and 
cannibalism was not uncommon. 5 

Why did things turn out so disastrously? Was the maximum popula- 
tion of about 10,000 individuals too large for the available natural 
resources? Similar societies have managed very well in Polynesia. Was 
the island too isolated? The Hawaiian archipelago is just as far from 
the nearest land. The cultural regression brings to mind the Tasma- 
nians, who declined with their environment intact. Perhaps we should 
not view the ecological disaster as the reason for the social collapse, 
but rather as the consequence. 
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In a broader context social capital may intensify existing conflicts. 
A street gang has a tight internal discipline, but the significant social 
capital is rarely applied for constructive purposes. The strong social 
bond switches to open hostility when you move on a couple of blocks; 
without superimposed structures, social capital can turn destructive. 
The political party system is a hotbed for similar minus-sum games. 

In the first decades of independence, political passions threatened to 
break up the new North American union. The violent party infighting 
made the first US Presidents despair. In his farewell address, George 
Washington warned the listeners of the ruinous effects of the party 
spirit. “It exists under different shapes in all Governments, more or 
less stifled, controlled, or repressed; but in those of the popular form it 
is seen in its greatest rankness and is truly their worst enemy.” 

In 1805 John Adams (1735-1826), the second President of the United 
States, is querying the state of the Union: “ . . . are ambition and greed, 
flattery, pettiness, avarice, lust for riches, contempt for principles, the 
spirit of party and faction the governing motives and principles?” Not 
for the last time would a standard bearer of democracy feel disgust at 
democratic practices. 

Social capital comes into its own in a small community by structuring 
human cooperation and providing safety and support. Workplaces can 
both generate and destroy social capital, depending on the corporate 
culture. The number of voluntary associations - religious bodies and 
trade unions, party organizations, societies, clubs, guilds etc. etc. - 
are seen as a measure of the social capital and should also correlate 
with the political viability of a society. The traditional democracies are 
abundantly blessed in this respect. 

In 1831 de Tocqueville wondered about the proliferation of voluntary 
organizations in the United States. He says: “In my opinion, nothing 
deserves more attention than the educational and moral associations 
of America.” In 1997 there were 22,901 nationwide voluntary organi- 
zations registered in the US. The local associations must number in the 
millions. The Nordic countries are not far behind. In 2000, Finland, a 
country of about five million people, had 115,000 registered voluntary 
organizations with a total membership in excess of 15 million. 

Thus democracy seems to be thriving in its old, core countries but the 
activity, enthusiasm and commitment of the citizens can’t be discerned 
from these figures. In Bowling Alone (2000), Robert Putnam analyzes 
the changes in the social capital of the United States in recent decades. 
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He finds discouraging trends in civic engagement. Particularly the re- 
shaping of family life by protracted television viewing has had a nega- 
tive impact. 

While Putnam can only see a few bright spots, Richard Florida pres- 
ents a rejoinder in The Rise of the Creative Class (2002). The social 
capital is replenished by footloose but gifted youngsters - high bo- 
hemians - gravitating to centers of attractive diversity. Putnam and 
Florida may both be right when describing the present social dynamics 
from diverging angles. Neither takes the Internet seriously as a new 
source of social contacts; whether it will build up social capital is in- 
deed an open question. In any case, Americans still appear willing to 
volunteer for social work. 

In the late 1980s I was invited to the home of a business acquaintance 
in a small Long Island town. In the middle of Sunday lunch, the fire 
bell rang and the host ran out to join the local fire brigade. He was 
back in three quarters of an hour. A false alarm as it turned out. 

Alexis de Tocqueville asserts that local self-government was at the root 
of American democracy. A closely circumscribed society, where every- 
one knew everybody, took full responsibility for the management of 
local issues. There were no self-evident leaders; all functionaries were 
elected. Leadership did not necessarily bring any material gains, and 
corruption was unthinkable due to the strict social control. The com- 
munity practiced democratic self-organization based on the available 
social capital, which in turn increased in a virtuous circle of communal 
learning. All of this was founded on ancient Anglo-Saxon tradition 
and was supported by a puritan faith. 

Latter-day communitarians, such as Amitai Etzioni, construct a nos- 
talgic social philosophy around the merits inherent in a small com- 
munity. The Spirit of Community (1993) and The New Golden Rule 
(1996) emphasize, as the titles suggest, the importance of morals and 
cooperation. Yet the darker side of man is passed over. In From Empire 
to Community (2004) Etzioni extrapolates his visions to a world com- 
munity - a misguided attempt, (cf. chapter 14.4) 

As a rule social capital has only a limited range; it is a necessary but 
insufficient precondition for a strong democracy. Extended states re- 
quire something more to prevail - broadly accepted values, a consti- 
tution, common aims or enemies. Social accord captures the entire 
nation only in times of a national crisis, like war. Then we are all close 
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together, all in the same boat, displaying spontaneous solidarity. Con- 
versely, a crisis exposes the actual loyalty structure of a country. 

In the 1850s the political divide in the United States over the slave 
question became an open sore. The dividing line between federalists 
and anti-federalists had been there all along; loyalty to the home state 
was strong. Before the outbreak of the civil war in 1861, President 
Abraham Lincoln (1809-65) offered Robert Lee (1807-70) the post as 
commander-in-chief of the Union army. Lee wanted to think it over. He 
was a federalist (a Whig) and did not appreciate slavery, but first and 
foremost he was a Virginian. When Virginia joined the Confederacy, 
he followed the flag of his native state and became the greatest general 
of the South. 6 

Perhaps social capital could best be described as a network of personal 
relations and loyalties. The network may be tight and strong, but when 
turned in on itself it does not strengthen society at large. The essential, 
nation-building networks are extensive and varied. They not only cross 
party, class and occupational categories, but also country boundaries. 
Moreover, they transcend workaday relations and special interests. It 
takes a certain amount of idealism, an urge to improve the world, for 
social forces to be translated into constructive political activity. 

4.3 Freedom and human rights 

The first draft of the American Declaration of Independence was writ- 
ten by Thomas Jefferson (1743-1826), who later became the third 
President of the United Sates. In the solemn introduction he had in- 
cluded equality among the human rights, but that part was deleted. 
The colonial delegates felt it sufficed that everybody was born equal 
and had an inalienable right to life, freedom and the pursuit of hap- 
piness. 

Even this wording was stretching current reality, a fact that could not 
have been lost on slave-owning Jefferson. The situation is typical for 
democracies in general, and in particular for the United States of those 
formative days. Uncomfortable questions were brushed under the car- 
pet, and the unattainable was not touched upon in order to save the 
achievable. The best is often the enemy of the good. 

The French revolutionaries had no such inhibitions. They wanted to 
realise their fantasies immediately and had a boundless faith in the 
power of the human intellect. They were also overestimating the moral 
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capacity of man. Or rather, following Rousseau, the revolutionaries felt 
that morality was irrelevant in the coming ideal society, since man was 
good by nature. Freed from repression, hunger and other ills, he would 
spontaneously use his liberty to maintain equality and live in brother- 
hood. Humans, in short, were perceived as misunderstood angels. 

The great leap has failed time and again in human history, ending 
up in regression and cynicism. Without firm institutions and a credible 
political foundation even the most engaging visions are defiled by self- 
ish and power-hungry cynics. Human rights without the correspond- 
ing obligations, is just so much empty verbiage. In order to realise 
rights, there must be a mutual trust between the parties concerned; 
solidarity depends on reciprocity. 

To receive help without resentment is even more difficult than helping 
without compensation. In the long run, one-sided dependence will lead 
to the moral degradation of both parties. Only children and the acutely 
distressed can receive unconditional help without a feeling of shame. 

In a welfare society social support is marketed as a right, and is thereby 
easier to accept. Even so the outcome is an unhealthy relationship that 
corrodes self-esteem, reducing the individual to a supplicant. 

de Tocqueville has the following to say about the ability of a future 
democratic society to repress its citizens and to demote them to depen- 
dent serfs: “The power of the state is absolute, detailed, regular, con- 
siderate and mild. It would be like the authority of a parent if, like that 
authority, its object was to prepare men for manhood; but it seeks, on 
the contrary, to keep them in perpetual childhood... the government 
provides for their security, foresees and supplies their necessities, fa- 
cilitates their pleasures, manages their principal concerns, directs their 
industry, regulates the descent of property, and subdivides their inheri- 
tances: what remains, but to spare them all the care of thinking and all 
the trouble of living ?” 7 

de Tocqueville blames the principle of equality, which we already 
have marked as an obstacle on the road to social development. If 
equality is not balanced with freedom and cooperation with competi- 
tion, even a democratic society stagnates and crumbles. Politics then 
prevents the individual from interfering in his own affairs. 

In Europe, modern labour laws intrude upon the right of the individual 
employee to decide on his or her work efforts. Detailed rules govern 
the amount of overtime, stipulate vacations, impose breaks etc etc., 
supposedly to protect the workers from ruthless exploitation by em- 
ployers. This was once a legitimate aim, but now the justifications are 
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turning to protection from stress and burnout. The recklessly industri- 
ous worker must be shielded from himself; society and its bureaucrats 
always know best. But there are indications that people are becoming 
fed up with the protection . 8 

Fortunately the authorities are frequently less than diligent, which 
makes room for a grey area of generally accepted but, strictly speak- 
ing, illegal behaviour. This can have serious consequences. Public mor- 
als degenerate into hypocrisy, the rules are bent, the cheats gain sway. 
In short, liberty loses its legitimacy. 

Political freedom is a catchphrase like equality, and the excesses of 
liberty can be equally destructive. A significant part of our legislation 
serves to protect the weak from assault by people who are physically 
or financially superior. The laws both curtail and safeguard freedom 
- they attempt to resolve the collisions between the rights of different 
individuals. Equality before the law is a democratic imperative, but 
does not solve the complicated equation of liberty and equality. Equity 
can only be laboriously achieved in everyday politics and court deci- 
sions which, ultimately, are a reflection of the moral foundations of a 
society. 

Personal freedom is our most precious possession and it is scrupu- 
lously guarded by all democratic constitutions. But freedom requires 
self-discipline. Otherwise discipline is imposed from the outside, ul- 
timately via the negative feedback of society. The parents, first of all, 
should with firm and loving consistency prepare the growing individu- 
al for personal freedom. Even with the best available upbringing, there 
is a disconcerting time lag between our mental and physical maturity. 
Surprisingly often young people abuse their newly gained freedom in 
willful self-destruction. 

How far do we have the right and duty to interfere with or prevent 
juvenile play with life-threatening behavior? Can we and should we 
try to shield grown up people from their own mistakes. Should they 
take full responsibility for the consequences of their actions? Where do 
you draw the line and how do you handle the crossover from child- 
hood restrictions to adult freedom? These, and many other questions, 
problematize personal freedom, even when he or she is not infringing 
on other people. 

Any parents wish their children well, but they cannot protect them 
from freedom. We can try to teach, to show an example and to impart 
fundamental values to steer the children away from the slippery slope, 
but the price of liberty always includes an inestimable risk. Societal ac- 
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tions are needed to compensate for parental shortcomings and also for 
sickness, disability and other blows of fate. But when the inalienable 
basic rights include housing with all modern conveniences, foreign va- 
cations, a broadband Internet connection and regular sex - a life of un- 
disturbed tranquility - we are not far from de Tocqueville’s dystopia. 

The welfare society has managed to increase the citizen’s dependence 
on government care, but has failed miserably in their upbringing. The 
impertinent welfare consumers continue, against all advice, to increase 
their consumption of unhealthy food, alcohol and drugs. The only vice 
that is definitely declining in the western world is smoking (girls and 
young women excepted). We’ve simply had enough of it. As usual the 
upper classes show the way, for better or for worse. And among them, 
it is no longer socially acceptable to smoke. 

The life style of some individuals may have negative personal or social 
repercussions but does it justify state interference in strictly private 
matters? Do not human rights include the predicament that each and 
everyone is allowed to be unhappy in his or her own peculiar way? 
When we consider suicide and assisted death these issues come to a 
head. If someone really wants to die, who are we to refuse that choice? 
Here freedom is not confronted with equality but with caritas - human 
concern, empathy. But when care is mired in government bureaucracy, 
it can assume grotesque shapes. The individual is reduced to a mental 
case that is incapable of comprehending his or her own good. 

The unlimited freedom of any individual will by necessity intrude 
on other people. Apparently an indisputable truth - or so one might 
assume. A committed anarchist would disagree, however. For certain, 
anarchy is generally understood to mean lawlessness and disorder, but 
the anarchist ideology only claims complete freedom from authority 
and social structure in general. Orthodox anarchism is a variety of the 
back-to-nature concept with its fictional solidarity in peace, happiness 
and freedom. 

When nineteenth century fanatics began a series of attacks on prom- 
inent people, the practice of anarchism did not violate the freedom 
of fellow citizens, but instead their life and limb. The latter day red 
brigades were responsible for a similar wave of assassinations in Ger- 
many and Italy, inspired by the student uprisings of 1968. Marxism 
too aimed at a society of plenty, where government had withered away. 
The outcome was a government machinery that took over everything. 
The eminent ant researcher E.O. Wilson puts it succinctly: “Good idea, 
wrong species.” 
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With depressing regularity Utopian visions metamorphose into a bru- 
tal contempt for every human right. The magnificent objective justifies 
any and all means. The Founding Fathers of the United States, for their 
part, exhibited profound insight into the predicament of state-builders. 
Our circumscribed freedom and our limited comprehension should be 
focused on the choice of the fundamental rules of the political game. 
The aims that are achievable and worthwhile will materialize during 
the democratic process in their proper priority. In this context at least 
it is the means that justify the end - not the other way around. 

4.4 Core values 

But which are the good means? High-flying phraseology may easily 
turn into smoke screens for eminently selfish purposes, as we have 
seen in the preceding chapter. Core values should act as palpable guid- 
ance for society. Laws and norms regulate our daily life, whereas val- 
ues are less determinate but superordinate rules of the game. They 
direct lawmaking and serve to inform us in the choice between right 
and wrong. Core values structure a chaotic social environment where 
the final consequences of our actions are basically unforeseeable. 

A functioning democracy presupposes not only respect for, but the 
daily application of, these fundamental meta-rules. Otherwise human 
rights, constitutions, laws and regulations will remain a long, long row 
of dead letters. The situation is worsened by the inherent contradic- 
tions of all abstract rule systems, which opens the door for intellectual 
self-deception. In general, crude self-interest can rather effortlessly be 
reconciled with things fair and square. 

A single inconsistency in a mathematical system has the consequence 
that anything can be proved and the whole system becomes meaning- 
less. The ambiguity and fuzzy semantics of ordinary language provides 
ample opportunity for the accomplished polemicist. Outside the realm 
of rigorous mathematics, logic becomes a poisoned weapon. 

We sorely need to admit our inherent fallibility and tendentious ego- 
tism. Want of humility blocks the way to peaceful coexistence as well 
as to scientific insights. Karl Popper (1902-94) constructed a complete 
philosophy of science around the fallibility principle. He also came 
forward in defense of democratic values in The Open Society and its 
Enemies (1945). 
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The book is a reckoning with totalitarian doctrines starting with Plato. 

(By the age of sixteen, Popper was actually a convinced communist 
but one year later he left the party.) According to Popper, the falla- 
cies are linked to a delusion he calls historicism. The course of history 
is assumed to follow established laws and thus becomes predestined 
and predictable. This is related to the misdirected ambition of the so- 
cial sciences to reach out for the strict causality of natural science. Of 
course Popper does not deny historical connections but the future is 
always indeterminate and open to human influence. 

In an essay, On the Sources of Knowledge and Ignorance 9 , Popper 
analyses the all too human attitudes which hamper or even prevent the 
acquisition of knowledge. At issue is an unscientific stance inherent in 
the human psyche. We refuse to call prevailing beliefs or established 
authority into question and stay comfortable in the safe cocoon of 
public opinion. Ironically, elderly scientists often have great difficulties 
in adjusting to the radical ideas of younger colleagues. 

Complexity is the key concept in understanding the limits of our in- 
sight. The calculable portion of reality comprises only a small fraction 
of our sphere of experience. Most of it is embedded in complexity of 
varying degrees, precluding any detailed analysis and long-term pre- 
diction. Knowledge of the fundamental rules of the game is of little 
avail when the complexity of the system overwhelms all imaginable 
computing power. The potentially chaotic nature of most complex sys- 
tems aggravates the problem. Minimal differences in the initial condi- 
tions then exert an immense leverage . 10 

The weather is an instructive example of a chaotic system. Tomorrow’s 
weather cannot be foreseen in detail. But it can be approximately sim- 
ulated by collecting a sample of data on the present weather and play 
out the well-known physical interactions in a suitably programmed 
computer. Extending the time horizon increases the uncertainty and 
the forecast soon becomes meaningless. Even if we could observe every 
single atom in the system, quantum physical uncertainty would spoil 
the calculation. 

World history is without doubt an enormously complex process and 
therefore unpredictable. Even if we can assert a satisfactory under- 
standing of the interplay of natural forces, Homo sapiens , the main 
actor, will remain an enigma. In human affairs, cause and effect as well 
as fault and merit are permeated by uncertainty, and irrevocable judg- 
ments should be adjudicated only with great discretion. Thus tolerance 
and freedom of expression are singularly well-founded meta-rules for 
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human intercourse. In democracies they ought to be inviolable, but in 
a crisis they are often heavily compromised. 

In the United States the internment of American-Japanese citizens dur- 
ing the Second World War serves as an example of basic democratic 
principles being set aside in a putative emergency. 11 The overreaction 
of McCarthyism has created much more hullabaloo, notwithstanding 
the real danger of communist infiltration, compared with a Japanese 
fifth column after Pearl Harbor. 

Although social tolerance became generally accepted, the totalitar- 
ian fallacy encroached on trade and industry. After the First World 
War, economists were impressed by the performance of the centrally 
planned war economy, and after the Second a fresh wave of socialism 
swept through Europe. It was not understood that a modern dynamic 
economy is a complex system, which cannot be micromanaged with- 
out a serious loss of efficiency, not to mention creativity. 

Friedrich von Flayek (1899-1992) was the first to touch this sore 
spot. Fie showed that only a free market - the interplay between sup- 
ply and demand - can deliver the vital information which is required 
for setting prices and directing production, investment and product 
development in a sensible manner. Only the market can coordinate the 
needs, priorities, decisions and resources of millions of people. Like 
political democracy, the market is an emergent phenomenon, which 
calls for a legal framework, just as a democracy needs a constitution. 

Hayek was among the first to understand that communism and Nazism 
(or socialism and fascism) are kith and kin. In The Road to Serfdom 
which appeared in 1944, he demonstrated how economic regulation 
step by step leads to restrictions in personal freedom and a totalitarian 
regime. The Constitution of Liberty (i960) is an apology for freedom, 
an intrinsic value which deserves the highest priority and must be pro- 
tected at any cost. The Fatal Conceit (1988) is Hayek’s last work, a 
definitive reckoning with the fallacies of socialism. 

Hayek is a renaissance personality with exceedingly broad interests. 

He was a pioneer not only in economics, but also in political science, 
psychology and the methodology of science. Hayek perceived clearly 
the dissimilarity between the natural and the social sciences, including 
economics. Scientism is his label for the presumptuous abuse of the 
methods of natural science in the study of human interactions. Physics 
envy is a brutal expression for the same circumstance. 

Popper’s historicism and Flayek’s scientism both tackle the inability of 
social scientists to understand and admit the complexity of their re- 
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search object; science is the art of the explainable. Popper and Hayek 
were good friends and shared core values (and a Viennese background), 
but even so they disagreed in many respects. Together they illuminate 
the problems of complex reality from slightly divergent points of view. 
Under magnification this approach becomes an expression of plural- 
ism, which not only accepts but welcomes a multiplicity of aspects, 
opinions and values in order to secure a comprehensive and objective 
inquiry. Pluralism is tolerance in a positive perspective. 

In politics, objectively reasoned decisions are elusive, despite the inces- 
sant weighing of arguments. Politics is the art of the possible; that is the 
art of making compromises. Conflicting interests have to be resolved 
and, what is even harder, irreconcilable values must somehow be rec- 
onciled. Compromise is tolerance reduced to practice. If a single party 
controls the parliament the government may look monolithic, but the 
unavoidable compromises are then made backstage, within the party 
hierarchy or between party fractions. Moreover, democratic decisions 
have to be acceptable to the opposition, albeit with much gnashing of 
teeth. Only dictators are not obliged to compromise. 

On the surface, practical politics is all about zero-sum play but at bot- 
tom it is a very demanding plus-sum game (see chapter 6). Honesty 
and openness are therefore highly rated. Linguistic usage reflects our 
understanding of the political game and its actors. Horse-trading is a 
zero-sum game where the parties usually extract a gain at the expense 
of the taxpayer. Statesmen are perceptive plus-sum players, whereas 
run of the mill politicians myopically look for temporary advantage. 
Democracies have a tendency to despise their politicians, but the truth 
is that parliaments and politicians faithfully reflect the moral level of 
the electorate. A democracy has the politicians it deserves. 

4.5 Morality - the critical success factor 

Honesty prevails is an old maxim which according to many of the 
worldly-wise has been thoroughly falsified. Even so I dare to insist 
that it holds, at least approximately, but under two conditions. Firstly 
the societal rules of the game have to meet a set of reasonable criteria, 
which are adequately fulfilled in modern democracies. Secondly soci- 
ety must hold a sufficient proportion of honest people. These condi- 
tions are dynamically coupled. Men and women of good will produce 
good rules of the game, which accordingly foster honesty. 

Unfortunately the dynamics also act in reverse. If societal morality 
falls below a critical level, corruption will escalate and the cheats and 
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tricksters take over. Then dishonesty prevails in all its sundry varieties, 
and the state and democracy enter a vicious circle. Undemocratic soci- 
eties inexorably descend into corruption, which may give democracy a 
chance. Devoted plus-sum players can find each other in small coteries 
and initiate reforms. Alas, the upshot is often rebellion and revolution 
when power-hungry cynics take over and only make things worse. 

The cogency of democracy depends on its powers of self-purification 
and self-renewal. A relatively modest amount of moral capital is suf- 
ficient to start a virtuous spiral of self-improvement. In a democracy 
it is not necessary for the majority to possess remarkable civic virtues. 
Neither does the socially committed minority face superhuman moral 
demands. But more and better morals go hand in hand with societal 
success and prosperity. This thesis is empirically validated . 11 

Morality is difficult to gauge but the level of corruption in a country 
certainly stands in inverse proportion to the moral standards. On the 
other hand, the negative correlation between corruption and the gross 
national product is statistically valid within a broad margin. Thus the 
level of morality correlates with the economy and the overall state of 
society. It is no coincidence that Finland has persistently been vying for 
the top ranking as both a corruption-free and a successful, business- 
friendly country. 

All these estimates are liable to substantial error and the economists 
have yet to appreciate the decisive role of morality. The fashion has 
been to ignore important but hard to measure factors, thus preferring 
precise but erroneous computations to approximately correct cogita- 
tions. Nevertheless, the importance of civic virtues is nowadays gener- 
ally accepted and is beginning to affect the policies of development aid; 
nowadays the World Bank links the eligibility for soft loans to the per- 
ceived corruption level. It is high time for common sense to prevail. 

Small groups rarely encounter problems with cooperative morale but 
when an organization grows, morality becomes a scarce resource. The 
demand for moral capital grows with the size of the community. Con- 
versely, the moral resources set a limit for the attainable size of an 
organized group if it wants to preserve its integrity and competitive- 
ness. A socialistic society presupposes an unrealistic level of morality 
among its citizens; the moral demands are directly related to the de- 
gree of socialism. 

Communism and anarchism are vain attempts at abolishing human 
egotism; only angels can make a success of a communistic state. Even 
the first Christian congregation in Jerusalem could not sustain its origi- 
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nal collective community; St. Paul had to come to the rescue with fi- 
nancial assistance from other, less unworldly congregations. 

The Swedish welfare society has been erected on the foundation of a 
stable, Lutheran morality, which has been inculcated by generations 
of preachers and stern government. This strong moral base has made 
possible a high tax level and public care from cradle to grave. But 
the rot is now setting in. Sick leave is abused on a grand scale, and 
cheating is touching the apex of a society which used to be beyond 
reproach. A slow retreat from socialism is in the offing, but if it does 
not succeed social decay will propagate irrespective of administrative 
countermeasures. 

A successful plus-sum game, not least a democracy, will always pro- 
vide scope for free-riders who sponge off the loyal players. In a small 
community free-riders are easily identified and get short shrift. But 
when society and the state machinery grow, so does the temptation to 
cheat despite intensified public supervision. In an expanding society 
bureaucracy anyhow tends to proliferate, which open the gates for 
inefficiency and corruption. A far-flung, complex community cannot 
take on extensive social responsibilities without weakening its moral 
spine and thus its future prosperity. 

From the very beginning the constituent states of the federation of The 
United States of America jealously guarded their rights, and the sub- 
sidiarity principle was scrupulously observed. Everything which was 
not explicitly a federal concern was managed by the states. Latterly the 
balance has, in the name of equality, shifted towards joint responsibil- 
ity. Accordingly the federal welfare programs are about to inundate 
the taxpayer. It is politically very difficult to decentralize by pushing 
responsibility back, closer to the consumer of welfare services. 

The European Union has so far kept income transfers within reason- 
able bounds, and social policies are, for the time being, the unequivocal 
responsibility of the member states. A healthy competition is emerging 
in the area of taxation and social benefits; in the end the efficiency of 
the public sector is on the line. But the pressure is increasing within the 
Union to synchronize tax and social policies. Demands for global in- 
come transfers are also on the rise, never mind the political corruption 
they have fomented in the receiving countries. 

Morality is a success factor in all big organizations. Skeptics may 
take exception especially in the case of profit-seeking companies. But 
I maintain that in a modern market economy the moral capital of a 
company is the decisive competitive resource . 13 
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A corporation is an island of planned economy in a sea of uncon- 
trollable market forces, a small society where morality is indispens- 
able for the efficiency of the internal plus-sum game. High morality 
reduces control requirements, improves motivation and encourages 
creative cooperation. It facilitates delegation and activates under-uti- 
lized resources. The organizational hierarchy is flattened, which pro- 
motes flexibility and adaptability; the company can promptly adjust 
to changes in the business environment. Better morality brings high- 
er productivity and profitability - the well being of the personnel is 
thrown into the bargain. 

The crucial qualities for a leader of such an organization are hon- 
esty, fairness, integrity - three words which encircle a single concept 
- morality . 14 A good leader selects and attracts competent and honest 
people. He assures fair play and administers the vital trust capital, in- 
ternally and externally. Cynical climbers, schemers and slanderers are 
dismissed or reined in. All energy is concentrated on the task at hand, 
customer satisfaction and the success of the company. 

I have myself tried to apply these management principles as chief ex- 
ecutive and later on as chairman of the board in diverse companies. To 
write them down is simple but their implementation is anything but 
problem-free. In my experience it was much easier to direct a fruitful 
internal plus-sum game as a vice-president. Executive power isolates; 
you are not the same team member as before. The information flow is 
censored and essential knowledge concerning the personal qualities of 
your associates is weeded out. The most onerous task is to fire a close 
friend, the most difficult one is to check your own ego; you are yourself 
the source of the moral deficit. 15 

In the 1990s I had the opportunity, as Chairman of the Board, to 
contribute to the creation of a vast and very successful corporate struc- 
ture in the former Soviet Union, centered in Russia. 16 From the very 
beginning we understood that expatriate management would not work 
and went for delegation to local management. This was a 90% success 
and the auspicious emancipation of the local leaders is one of the most 
rewarding experiences of my career. They were happy to have escaped 
the old Soviet style of management - 1 am boss, you are stupid - which 
has its adherents in the West, too. Genuine leadership incorporates full 
respect for all subordinates as fellow human beings; you must never 
repress, ridicule or humiliate. 

The reduction of sustainable business success to a single factor - sim- 
ple morality - is indeed a bold hypothesis . 17 I hasten to add that it 
can hold strictly only in the ideal case where the rules of the game are 
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perfectly tuned to the common weal. But I maintain that our present 
democracies are close enough to the ideal for good morals to pay off 
handsomely. Even so we must take into account the weakness of moral 
sentiments in comparison with inveterate self-interest. 

“Economize on love” says the Nobel Laureate James Buchanan, 
one of the founders of the public choice school of economics . 18 The 
Founding Fathers of the United States followed this prescription when 
they carefully worked out the checks and balances of the constitution. 
‘Love’ stands here for morality and work ethic, which are always in 
short supply and are not to be wasted. To avoid overburdening our 
scarce moral resources, the self-interest of company executives as well 
as of politicians should, as far as possible, be aligned to the greater 
good. The personal advantage of the chief executive or the manage- 
ment must not conflict with the corporate interest, and this should 
in turn serve the long-term prosperity of the whole society. The rules 
of the game should create a firm link between corporate profits and 
societal benefit. 

To preserve a sense of fairness and to support our fragile morality, ma- 
terial incentives and sanctions must be thoroughly balanced; otherwise 
they can become counterproductive. Incentive pay can be a poison- 
ous chalice for company executives. Some mechanisms induce even 
the civic-minded to act as if they were selfish. In general, high pay as 
such is not a dependable motivator, but unfair payment is unfailingly 
demotivating . 19 

Thus morality is a bottleneck, the critical success factor in the develop- 
ment of society as well as business; success stands in direct proportion 
to the available moral capital. Fierce competition in an open market 
guarantees that, in the end, most of the added value flows back to 
the consumer. Successful economic development eventually generates 
an abundance of fixed capital creating more room for other invest- 
ments - education, science, art - which again drive capital formation. 
Scarcity of capital does not fetter entrepreneurship any more. Money 
can provide access to key production factors like technical know-how, 
efficient marketing and professional management. Money can buy ev- 
erything - except morality. That comes for free. 



Chapter 5 

Spiritual foundations 



Faith in man, despite his moral frailty, is the specifically democratic 
utopia. Evil is due to lack of goodness - complacency and passivity - 
which gives egomaniac fraudsters free play. Despite severe setbacks, 
Western society has during the last centuries undergone a moral evo- 
lution. Its finest expression is the success of science; truth is what re- 
mains when all untruths have been exposed. “You shall not bear false 
witness” is a commandment which does not presuppose full insight, 
only good will. The craving for truth will always call faith in question 
but they both have the same root; the intrinsic value of truth is a ques- 
tion of faith. Christianity ennobles the ancient golden rule, which is a 
reformulation of the reciprocity principle. The command to love your 
neighbor, enemies included, defines a mission well worth failing. God 
is what he is - after all idols have been peeled away. 



5.1 Faith in man 

What is this? Hasn’t there been enough harping on morality and eth- 
ics? Maybe, but we are now looking for the sources of morality, cast- 
ing about for answers to the knottiest questions. How does morality 
arise? Why does it tend to fall off? How should we generate or rather 
regenerate this vital resource? 

We just certified that morality is for free. Yes, in the same man- 
ner as fresh air, clean water, personal freedom or equality before the 
law. When they exist we don’t take note, but their absence is all the 
more distressing. In its societal aspect morality may be free (it is not 
taxed after all) but, in contrast to the immoral, the morally burdened 
individual is always giving up some real or at least potential benefits. 
There is no morality without a readiness to sacrifice, without some- 
thing more important than oneself. Our selfish interests are without 
doubt the overwhelming factor in our decision-making, but we are in 
pursuit of the small remainder of altruism which goes beyond rational 
self-interest. 



Moral cowardice, lack of civil courage, is the original sin of democracy 
which undermines its very existence. ‘Why me?’ asks the dispirited 
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man. ‘Why not you?’ is the appropriate answer. We are all responsible 
but the person in charge must not expect any thanks; unselfish efforts 
are their own reward. Harry Truman once said: “It is amazing what 
you can accomplish if you do not care who gets the credit.” Benedict 
of Nurcia (354-430), the founder of the Benedictine Order, introduced 
a shorter formulation: “Pray and work”. 

Homo sapiens is according to all Christian doctrines evil by nature. 
The Protestants with the Calvinists in the lead are faithfully following 
the Church Father St. Augustine, and hold that man is incapable of 
doing good on his own, that is to maintain his morality. The Catholics 
are less unconditional and the Orthodox are even more lenient. Social- 
ists of all hues have, on the contrary, unanimously agreed that man is 
good by nature. There is nothing wrong with man. All evil is due to 
unfavorable circumstances or historical encumbrance. 

The empirical fallout is unambiguous. Credulous trust in a faultless 
man inspires the worst in him (somewhat less in her), whereas man 
convinced of his moral decrepitude paradoxically is capable of taking 
responsibility for himself and his environment. I have already referred 
to the contrast between enlightenment-oriented, but Christian, Found- 
ing Fathers and Rousseau-inspired French revolutionaries. 

On the whole, the Enlightenment philosophers were anti-clerical but 
not anti-religious. ‘Crush the Infamous’ exclaimed Voltaire and meant 
the church, not the faith. The Catholic Church always carried totalitar- 
ian aspirations, and the struggle with the Protestants hardened the con- 
flict with the freethinkers until the Jesuit Order was dissolved in 1773 
(it was resurrected in 1814). In the turmoil of the French revolution, the 
wholesale abolition of received religion became de rigueur. In a vain 
effort to fill the spiritual void, a cult of Reason was introduced. It was 
soon followed by the short-lived worship of a Superior Being concocted 
by Maximilien Robespierre (1758-94), the incumbent dictator. 

When allied with the state, Protestant churches could be quite intol- 
erant, but the American colonies were not encumbered by nobility or 
an established clergy. Many States had their own religious order but in 
the Union, state and religion were strictly separated. The leading Union 
Fathers were freethinker Christians without dogmatic liabilities. 

Benjamin Franklin serves as an example. He was a pacifist (“I never 
heard about a good war or a bad peace”) and was in 1752 already 
laboring for the merger of the colonies under British supremacy. As 
a young man he decided that truth, sincerity and honesty should be 
his guiding stars. Franklin is the archetype American, who coined the 
expression ‘Time is money’. He was an optimist systematically work- 
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ing on his self-improvement, and a pragmatist with the ambition to 
practice his Christian faith with a minimum of fuss. 1 

In our time, totalitarian doctrines have consistently preached the un- 
limited sovereignty of man, his will and ability to implement the good 
society all on his own. Communism and Nazism both did their utmost 
‘to practice the absence of God’, to use an expression of C.S. Lewis 
(1898-1963). Socialism tries to apply Christianity without God; com- 
munism did the same but with the additional feature of atheism as the 
state religion. 

The myth about the intrinsic good of human nature builds on self- 
deception at the highest level. Its proponents actually imply that their 
good will is above any criticism. The masses are backward, simple- 
minded and do not understand their own good. Well-intentioned or 
not, they are exceedingly undependable and must be controlled by 
ideological masters. 

Here another paradox emerges. Totalitarian regimes are utterly con- 
temptuous of the common man and his opinions. Nevertheless Jose 
Ortega y Gasset (1883-1955) in La rebellion de las masas' (1930) 
demonstrates that dictatorships represent the true will of the People, 
broken down into its smallest common elements. Anti-Semitism, chau- 
vinism, class hatred, everything which appeals to the lowest instincts 
of man is exploited to keep the masses in check. The arduous learning 
of democracy - the pursuit of ‘love’ - has turned into its opposite; the 
elite and the people are actively engaged in a vicious circle. 

Elites typically feel ambivalent towards the people, and not without 
cause. The people are by definition ignorant and stubbornly conserva- 
tive as has already been noted; the great majority acts as a keel, but 
also as a drag to the ship of state. There are often good reasons to 
set aside the will of the people. Democracy is always inconvenient 
for the elite; it is tiresome to laboriously seek approval for policies 
which appear self-evident. 1 Superficially elitism is not compatible with 
democracy but a self-defined elite of morally responsible citizens is in- 
dispensable for the survival and progress of democratic states. Yet the 
Nietzschean individualism of an Ayn Rand must be rejected. 3 Its em- 
phasis on exceptionalism and personal heroism leads into a dead end. 

Democracy cannot be built on pure reason. From the beginning the 
Christian message was an incitement to democracy, especially in its 
Protestant version. Before the face of God we are all equally valuable, 
equally sinful. Additional leaps of faith were required before the po- 
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litical equivalence of men was accepted, step by step. Faith in democ- 
racy equals faith in man and - considering his manifest shortcomings 
- faith in a superior power. Democracy was the only option in sustain- 
ing the hope for a society fit for human beings, a city on the hill. 

Blaise Pascal (1623-62), theologian, physicist and mathematician (he 
constructed the first calculating machine) is famous for his wager argu- 
ment. Irrespective of God’s existence it pays to wager on His actuality; 
there is everything to win and nothing to lose (Pascal worked out the 
argument in more detail. ) 4 A similar argument can be presented for the 
belief in free will; if it is counterfactual nothing is lost. This desperate 
and uncompromising train of thought reflected the plight of democ- 
racy at the time. 

Edmund Burke (1729-97), a British statesman, sympathized with the 
struggle of the American colonies but detested the intellectual pre- 
sumption of the French revolution. Fie stated that “people are quali- 
fied for civic freedom in exact proportion to their moral inclination to 
restrain their desires”. But what is the source of morality, indispens- 
able for our vital self-control? Egotistic desires can be controlled only 
if something better, more valuable and more interesting is in com- 
mand. Absolute freedom is a meaningless chimera. Man is in chains if 
he believes himself to be completely free. But if he humbly gives up his 
position at the center of the universe, he has the liberty to choose the 
cause he wants to promote and the master he wants to serve. Then, 
and only then, will the moral capital of society increase. 

Once again de Tocqueville is ahead of his times. Fie infers that de- 
mocracy in the United States relies on the religious inheritance, and 
boldly generalizes this conclusion to a universal hypothesis: “I am in- 
clined to think that if faith is wanting in him [the citizen], he must be 
subject, and if he be free, he must believe”. 

5.2 The so-called evil 

Konrad Lorenz (1903-89) has in an eponymous book (Das sogenannte 
Bose ) elaborated on animal aggression and its inhibition. The hierar- 
chy of social animals is upheld by ritualistic fighting and submission 
reactions in order to minimize the costs of injuries and waste of time. 
According to Lorenz, laughter is a specifically human way of relieving 
aggression and preserving the coherence of the group. On the whole 
he tries to relativize evil by identifying it with primitive ‘animal’ drives, 
which must be managed competently. 

Flate, vindictiveness and greed are distinctly human vices, whereas 
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egoism, self-assertion, lust for power, jealousy and envy are part of our 
animal legacy. The problem is that negative propensities usually are 
vital survival factors. The challenge lies in channeling these primary 
energies into constructive, cooperative play. In game-theoretic terms, 
evil can be identified with destructive minus-sum games where the aim 
is to cause havoc, pain and misery. War is the archetypal minus-sum 
game, a dirty handicraft wide open to self-righteous condemnation. 

Extreme ‘principled’ pacifism is an oversimplified, self-delusive doc- 
trine - an all too easy intellectual shortcut. Violence is always the last 
resort, but giving up this option only provides free scope for evil play 
in all its diverse forms. The dedicated pacifist denies the reality of evil. 
Evil deeds are just errors, aberrations or delusions of good people, a 
chain reaction which can be interrupted if we all rise to the occasion. 

The right to self-defense is hard to question and without policing, no 
civilized society can exist. War is justified only if it can be understood 
as an extensive police operation which maintains or establishes rules 
for constructive plus-sum play. In other words, war must serve an 
overarching interest. In the absence of a binding international order, 
war is always a controversial matter. 

In the eighteenth and nineteenth centuries, the border zone between 
western civilization and indigenous peoples was a scene for extended 
conflicts; war emerged as a natural force. The settlements and cattle in 
the border zone invited unprovoked raids, while the march of coloni- 
zation was difficult to restrain. It was often impossible to pin down an 
authoritative negotiation partner on the native side. Bloody punitive 
expeditions became the best security policy. A superior culture cannot 
be hemmed in. 

In ancient times the shoe was usually on the other foot, though. Over 
and over again, barbarians robbed and laid waste the existing centers 
of culture. The Roman attempt to seal off their territory by a fortified 
line of colonies (the limes) ended in disaster. The barbarian peoples 
poured over the Roman realm in wave after wave. To take a purely 
defensive position is to invite attack. 

The warring parties have generally had God on their side, even if Hit- 
ler and Stalin rashly renounced this ally. Justified interventions are not 
easily distinguished from self-seeking expansion even with the hind- 
sight of history. The participation of the United States in two world 
wars is approved, not least because they ended in victory. The Korean 
War was also widely accepted, whereas Vietnam was considered unjus- 
tified even if the mission was the same. 
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The emergence of conflicts and concomitant wars are spontaneous 
processes. They dominate the chaotic state of nature by their dismal 
logic. For inveterate zero-sum players, personal success is wholly de- 
pendent on the setbacks of their fellow human beings. Evil is a symp- 
tom of the absence of good; it is indifference extrapolated - banal in 
the terminology of Hannah Arendt (i9o6-75) s . Evil is the default posi- 
tion of nature - if in doubt it is safe to defect. The minus-sum game 
takes over without anybody actually embracing it. 

Evil is an immensely subjective concept. Everything which threatens us 
or our dear ones is demonized and perceived as evil, starting with natu- 
ral phenomena, like hurricanes or earthquakes, to malevolent snakes, 
bacteria and cancerous tumors. A hated enemy is deprived of all hu- 
man features and perceived as the personification of evil, while we are 
quite unaware of any evil if we have the upper hand. 

Does evil then possess any objective reality? The theologians have for 
millennia struggled with the theodicy, but never thought of the pos- 
sibility of defining away evil from the world. Now, our relatively se- 
cure position of strength has changed the perspective. It has become 
psychologically possible to analyze inferior enemies without hostility 
(though soldiers in the field probably feel differently), to regard vio- 
lence and sundry bad behavior as symptoms of mental disease (police 
officers certainly feel differently) and to blame most that goes wrong 
on bad upbringing or, as a last resort, on bad genes. 

Nevertheless our all-pleasing humanism is open to unpleasant dis- 
turbances. Sudden death is not abolished and terrorist attacks bring us 
intermittently back to reality. We still have to endure the ailments of 
old age, and cancer remains a major health problem. 

Cancer is a fair model for the metaphysics of evil. The soil for malignant 
growth is prepared when a cell loses its capability to commit suicide if it 
goes astray. (Stem cells are inherently immortal and may be a common 
source of cancerous growth.) A sequence of genetic changes can then 
transform the immortal cell into a monster, which ruthlessly propagates 
at the expense of the whole. It becomes unresponsive to cooperative 
signals from neighboring cells, deceives the immunological system and 
secures the delivery of nutrients by inducing the growth of new blood 
vessels. Colonizing cancer cells roam freely, forming fresh metastases. 
The end result is the proliferation of unstructured blobs of parasitic 
cells. They have no justification for existence and are the product of 
blind self-realization - naked cellular egoism destined for death. 
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Furthermore we are stuck with unequivocally evil individuals, mass 
murderers, sadists and other tormentors. Many, maybe most of them, 
are pathologically callous with mental defects which predestine ma- 
levolence against others. But the most interesting cases, psychopaths 
like Hitler, Stalin, Mao & Co., would not have achieved notoriety un- 
der normal circumstances. The moral breakdown of society prepared 
the ground for the cancer-like rise of evil which temporarily became 
organized, taking over the state machinery. 

The face of evil is exposed in the hellish concentration camps - it is not 
‘so-called’ any more but a naked actuality. When systematized, evil be- 
comes a terrible, commonplace reality. “Arbeit macht frei”*, the motto 
at the entrance to Auschwitz was in its grotesque hypocrisy a measure 
of human baseness. In Vorkuta the corresponding text read; “In the 
Soviet Union work is equal to honor, pride and heroism”. 

Without belittling millions of other victims of torture and summary 
executions, Auschwitz, Treblinka, Dachau, Buchenwald, Katyn, Koly- 
ma, Magadan, Vorkuta.... stand out as remainders of the unthinkable 
that must not happen again. But evil always rests under the surface, 
waiting for our morals to break down. 

Most of the people taking part in these crimes against humanity had 
few scruples to begin with and went morally downhill in the fierce 
competition with likeminded souls. In such an environment the survi- 
vors are paranoids, the first in applying the poisoned cup, the dagger- 
stab or the neck shot. Habit soon blunts any feelings of guilt while 
success sanctions all outrages. Let us hope that in Europe this belongs 
to history, but in Africa we can still witness similar pageants live in the 
media. 

Liberia was founded by American abolitionists as a haven for liber- 
ated slaves. In 1847 the country declared its independence. It was gov- 
erned with moderate success as a semi-democratic one-party state by 
American-Liberian powerbrokers. However, the tribes of the hinter- 
land had never been integrated and the discontent erupted in 1980 in a 
coup d’etat. President Tolbert and his closest associates were murdered 
and Samuel Doe of the Krahn tribe was installed as President. Doe 
was tortured to death in 1990 by Yormie Johnson of the Gio tribe. 
The procedure was videotaped and spread for propaganda purposes. 
Charles Taylor, a man of mixed provenance and the force behind the 
coup against Doe, took control in 1997 after a drawn-out civil war, 
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but international pressure forced him to resign. He is now facing trial 
before an international court for crimes against humanity. 6 

Such events are not restricted to Liberia. Worse atrocities, for instance 
the mutilation of children, have occurred in other countries, but there 
the blame can conveniently be thrown on colonialism. The share of 
bad people is hardly higher in Africa than elsewhere, but in the ab- 
sence of an adequate political structure they often have a free rein. 
I am throughout emphasizing the importance of a personal commit- 
ment, but under extreme conditions even the most devoted plus-sum 
players come to grief. 

Ruthless dictators like Stalin can and will keep the lid on. After his 
death, a slight loosening of the ties provided some wriggling room for 
determined dissidents. We have every reason to honor the memory of 
people like Andrei Sakharov (1921-1989) and Alexandr Solzhenitsyn 
(1918-2008) who time and again put themselves on the line, at high 
personal risk. 

Well-meaning psychologists trace back the evil impulse to an inferior- 
ity complex which craves compensation in the form of spectacular de- 
viations from current norms. In Evil, Inside Human Violence and Cru- 
elty (1999) Roy Baumeister argues for a contrary interpretation. Evil is 
linked to a human superiority complex which is wounded by the least 
affront. His (rarely her) greatness must continuously be affirmed and 
he can never win sufficiently acknowledgment for his incomparable 
merits. Human pride and vanity are magnified into megalomania and 
self-deification. 

Most extremist movements, including Islamic fundamentalism, can be 
understood from this premise. Islam (or Anarchism etc.) is seen as the 
manifestly superior doctrine, but real life overflows with humiliations 
and stands in infuriating contrast to the eschatological expectations. 
The emotional balance can be restored only by spectacular shows of 
strength and the attendant publicity. 

The perverse logic of evil permeates all minus-sum games and predes- 
tines a parasitic, self-punishing course. Evil has no future; left to itself 
it comes to an inglorious end. But neither can the plus-sum game be 
perfected without losing its inherent creativity. Perfectionism is not 
of this world; dishonesty and injustice, anxiety and ill fortune can be 
minimized but never abolished. All bodily infirmities may be elimi- 
nated in the future, but we can never get rid of our spiritual suffer- 



5)8 • Chapter 5 Spiritual foundations 



ings. Setbacks, privations and sorrows are unwelcome but mandatory 
- they are part and parcel of human existence. 

5.3 Moral evolution 

In Chapter i we got acquainted with the genetic starting capital of hu- 
man morality. During the last 5000 years the major part of humanity 
has managed to organize itself into societies which by many orders of 
magnitude surpass the population of the original tribal communities. 
Previously we have established that the minimum demand for moral 
capital is proportional to the size of the community. It follows that we 
have achieved a more efficient use of the starting capital and/or we 
have created additional moral capital during this journey. 

Military units have since times immemorial utilized the spontane- 
ous loyalty of young men in prolonged close contact. The hierarchy 
of the Greek phalanx and the Roman legion can be found in modern 
armies, with minor modifications. The solidarity between the inti- 
mate members in the fighting unit is successively transferred to larger 
detachments. Uniforms, emblems and signs of rank combined with 
tough training and battlefield experience strengthen the coherence of 
the troops and raises fighting morale. 

The moral level of a disorganized mass is far lower then the mean 
of the individuals. A mob is capable of atrocities way beyond what 
anybody or at least very few of its constituents could contemplate. 
The morale of a body under discipline stands, on the other hand, far 
above what its separate members could accomplish. The history of war 
abounds with examples of how outnumbered but closely-knit units 
have defeated a demoralized or disorganized enemy. 

Modern nations have done everything within their power to project 
fundamental tribal loyalty on themselves. Flags and national anthems 
reinforce the feeling of community. History writing, education, lan- 
guage and culture are exploited for the indoctrination of the popula- 
tion. Regional differences have been systematically repressed in the 
name of national unity. Many big enterprises are using similar strata- 
gems to cement the loyalty of their employees. 

In contrast to most European countries Finland still holds on to gen- 
eral conscription. A broadly based army not only vouches for the con- 
tinuing existence of the nation, but it is also a societal education for 
young men (and a sprinkling of women). The enforced fellowship of 
youngsters from diverse backgrounds levels out differences in society 
and increases the social capital. 
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The manipulation of human morale has its limits, though. Despite 
desperate efforts, functional nation states are thin on the ground south 
of the Sahara - tribal identity still dominates. The disintegration of 
the Soviet Union and Yugoslavia shows that not even the total control 
of the state apparatus over several generations can create a genuine 
national identity. Nation building, not to speak of greater entities, re- 
quires moral evolution - a broadening, deepening and intensification 
of human togetherness. 

It is natural, unavoidable and at bottom fitting that human soli- 
darity is structured according to emotional distance. Generally, every- 
body is closest to him- or herself. Next come the family, relatives and 
friends, followed by the social networks, the local community and the 
nation, with all humanity in the distant rear. 

It is, at least for me, always disturbing to read news features of the 
type “20,000 dead in an earthquake (or massacre or epidemics...), no 
American (or British or German...) killed”. In the eyes of the editors 
and the public one or two Americans are more important than 20,000 
Chinese or Sudanese or Congolese. That is how we feel, but even so it 
is unseemly to trot out the lack of compassion so unashamedly. 

The heroic efforts of missionaries and physicians in remote countries, 
exemplified by Albert Schweitzer (1875-1965) and Medicines Sans 
Frontieres, deserve our respect. Alas, an abstract engagement for dis- 
tant causes is all too often symptomatic of the evasion of personal 
responsibility. It is often an attempt at escaping forwards, away from 
more immediate but awkward and boring tasks at home. To quote 
Adam Smith’s The Theory of Moral Sentiments-. “The most sublime 
speculation of the contemplative philosopher can scarce compensate 
the neglect of the smallest active duty”. 7 

Most of the eloquence squandered on universal human solidarity 
must be heavily discounted. Notwithstanding, a moral evolution is 
discernable in the longer perspective. It manifests itself not only in na- 
tion-building but, despite aberrations, also in the increasing empathy 
for the suffering of human beings (and animals). In The Christian Tra- 
dition , a huge work in five volumes, Jaroslav Pelikan has documented 
how the Christian message has been reinterpreted and re-formed from 
century to century. 8 

The dogmatic power struggle was gradually supplanted by human- 
centered attitudes. The problems of the hereafter - hell, purgatory and 
heaven - yielded ground to worldly sufferings and hopefulness. When 
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the confrontation between reformation and counter-reformation was 
put on the back-burner, the religious idiom became more personalized, 
intimate and sincere. Pietism and Jansenism are the religious harbin- 
gers of The Enlightenment; the Nonconformists prepared the way for 
democratic reforms. 

Humanistic values gained ascendance, and a partiality for the weak 
was emerging. The witch trials came to an end, slavery was drawn into 
the limelight, religious tolerance became a norm, freedom of expres- 
sion an established fact. Freedom of thought was no more reserved 
for an inner circle of religious experts, but was democratized as a pre- 
lude to the political breakthrough. The short history of the democra- 
cies could, in turn, be illustrated by a long record of human-centered 
reforms, from correctional treatment to women’s emancipation and 
social security. 

Christian mission, The Red Cross, The Salvation Army and Alcohol- 
ics Anonymous are early examples of unselfish efforts outside govern- 
ment purview. The number of voluntary welfare initiatives has since 
been growing at an improbable pace. The coordination of the support, 
emanating through numerous channels, has become a problem when 
major disasters attract all too many Non Governmental Organizations 
(NGOs). 

In step with rising prosperity, the democratic agenda has been extended 
with a long list of items which serve the common weal. Education for 
everybody, science and art, aid for developing countries, protection of 
the environment, all this and more is considered a public undertaking 
and places demands on the exchequer. Our wealth imparts both the 
possibility and the obligation to accept long-term moral responsibility. 

The catalogue of good causes always grows faster than the available 
resources. Not least in protecting the environment, the best may once 
again be the enemy of the good. To restore a fictive state of nature is, 
in most cases, neither feasible nor morally defensible. References to 
health hazards are generally red herrings. In developed countries it is 
rather a legitimate question of aesthetics. Slimy water or foul air are 
distasteful while biodiversity is beautiful and a value in itself. It’s nice 
that bears, wolves or lynx are roaming the woods. 

Moral evolution during the last centuries is a Euro-American phenom- 
enon. Corresponding developments did not take place on other conti- 
nents. Even though the example of the Occident left some traces, noth- 
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ing points to the imminence of a comparable societal change. Neither 
can colonialism be blamed for cutting short such a process - rather the 
other way round. Haiti, which liberated itself from France in 1804, 
bears sad evidence. 

Originally the colonies had been risky but lucrative investments, 
managed as profit-oriented enterprises. At the turn of the twentieth 
century, Belgian Congo was still a flagrant example of ruthless, com- 
mercial exploitation . 9 Yet the old colonial powers had in good time 
transferred administrative responsibility to government officials. Brit- 
ish and French governance was certainly humane in comparison with 
putative local potentates. 

After the Second World War, the colonies became an economic, po- 
litical and moral liability. The liberation of the colonies was rather a 
relief for the economies of the mother countries; unfortunately it was 
mostly too hasty with regard to the democratic preparedness of the 
newborn nations. Portugal, the poorest and weakest colonial power, 
was the last to cling to its possessions but it is certainly better off with- 
out them. 

Europe was during the last century afflicted by a series of moral ship- 
wrecks with concomitant political and social disasters. This trial was 
probably unavoidable. In the loyalty hierarchy, national allegiance 
came first and last, which opened the door for destructive minus-sum 
games. It is hard to see how the political self-importance of the Great 
Powers or the intellectual arrogance of the European intelligentsia 
could have been deconstructed without cataclysmic hardships. Europe 
has passed through a period of humiliating moral learning which has 
guided us to a new and better course. 

More than anything else, the European Union is a moral challenge, 
a measure of our moral capital, of our ability to play plus-sum games. 
Under conditions of unprecedented complexity, religions and values 
must be reconciled, language barriers surmounted, old enmities and 
prejudices overcome. A clutch of nationalities with century-old tradi- 
tions of hostility and bad will are forced to agree among themselves 
and on their relations with the surrounding world. 10 

Today the Founding Fathers of the EU would have considered all their 
expectations fulfilled or surpassed. The Union has not only realized an 
open market economy, converted a couple of autocratic countries to 
democracy and established a high standard for human rights. It has also 
served as a model for corresponding endeavors on other continents. 
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A lot hangs on the success of the European Union and on the arrival of 
a new, strong and responsible actor on the world scene. The globaliza- 
tion of trade and finance is an encouraging signal of worldwide coop- 
eration in the making, but we are in for a long wait before our moral 
evolution creates the preconditions for a political analogue. 

5.4 Science - an exemplary plus-sum game 

What is truth? That is the Pilatus question which science has taken on 
in fierce competition with myths, superstitions and sundry unfounded 
but all the stronger preconceived opinions. The internal competition is 
even harder, though. Every piece of research is scrupulously evaluated 
by experts in the field, and it can take decades before an adequate con- 
sensus has been reached. The balance of scientific accounts is always 
open to revision. 

Cooperation is another pillar of scientific investigation. The results 
should be published in sufficient detail so that they can be reproduced 
by skeptical colleagues. Earlier research must be acknowledged, no- 
body should strut in borrowed plumes. Openness and honesty are self- 
evident values which, in the ideal case, maintain paradigmatic plus- 
sum play. Centuries of selfless, cumulative work have produced an 
unprecedented body of knowledge. The sciences are the present-day 
cathedrals, built by our best brains and an expression of our inner- 
most strivings. 

The scientific community is substantially self-organizing and there- 
fore exemplary also in its social structure. The scientific interest is the 
pre-eminent uniting force. Transgressions are dealt with internally; os- 
tracism is a sufficient sanction for foul play. Only scientific merit mat- 
ters; the esteem of colleagues is the highest reward. Money is never un- 
important, competition can be severe and foul play is not unknown . 11 
Even so, the struggle centers on consistently insufficient grants and on 
professorial chairs with access to research facilities. 

In the beginning, science was a hobby, a self-contained pursuit by peo- 
ple of substance or enjoying the support of benevolent patrons. Con- 
tact with like-minded people was essential but difficult; publication 
was an even bigger problem. Accademia dei Lincei, the first scientific 
society, was founded in 1611 with Galileo Galilei (1564-1642) as a 
prominent member. Francis Bacon (1561-1626) was the first to de- 
velop a scientific methodology, and provided the impulse for scientific 
coteries which in 1660 led up to the founding of the Royal Society in 
London. Isaac Newton (1643-1727) served as chairman for almost a 
quarter of a century. 
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Nowadays the inexorable rise in expenditure and the potential gain 
has turned science into a public concern. The freedom of science is un- 
der pressure and scientists are struggling to preserve their innocence. 
They are also under attack from another direction. A radical school 
of sociology asserts that all science is conditioned by the social power 
structure, verging on well-paid commissioned work and necessarily 
lacking in objectivity. That was the case at least in Imperial China. 

The Chinese were excellent astronomers; in 1054 they (and the Arabs) 
observed a supernova which gave rise to the Crab nebula. Nonetheless, 
their calendar was out of joint. When twenty years later, the supreme 
astronomer Su Sung attempted to pay his respects to a barbarian prince 
during the winter solstice, he caused great scandal by arriving one day 
early. The chronicler adds a revealing commentary: “Because the as- 
tronomical and calendarian investigations of the barbarians were not 
[politically] restricted, their experts were better [than ours] in this field, 
their calendar was actually correct”. 11 

A new Emperor was inclined to proclaim his own personal calendar 
which supposedly increased his credibility as guarantor of the Har- 
mony of the Heavens and correlated with good harvests and a content 
population. Under these circumstances, facts had to be massaged ac- 
cording to the political realities, and the astronomers had to bow to 
the dictates of power. 

The natural sciences, not to mention mathematics and logic, are all but 
immune to accusations of lack of objectivity. Conversely, the social sci- 
ences such as economics, psychology, sociology and anthropology have 
been far from unprejudiced. The cumulative acquisition of knowledge 
has been disrupted by a lack of humility in relation to the enormously 
complex object of research. In the cultural sciences (or humanities), 
from jurisprudence and pedagogy to ethics, theology and aesthetics, 
the dependence on personal and cultural values is self-evident. 

In Conversation with Economists (1990), Arjo Klamer relates how 
eleven leading economists have been fettered to the political beliefs of 
their youth. A long life overflowing with scientific discussions had not 
upset the personal axiomatics. Neither are sociologists or ethicists in- 
clined to change opinions when confronted with uncomfortable facts. 
The preferred procedure is to select data which fit the preconceived 
world view. As Jonathan Swift (1667-1745) says: “You cannot reason 
a person out of something he has not been reasoned into”. Convictions 
and rational reasoning work on different levels of the psyche with little 
interaction. 
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Natural science is at core an empirical activity. Knowledge is acquired 
step by step through trial and error - conjectures and refutations - 
in analogy with biological evolution. This Darwinist principle is in 
harmony with Popperian fallibilism; our concern is only to make the 
unavoidable mistakes as quickly and cheaply as possible. Cultural sci- 
ence, on the other hand, implies the logical construction of a new, and 
at bottom subjective, reality. To be fruitful the work must build on an 
axiomatic value system. A split into competing schools is unavoidable, 
pluralism an absolute necessity. In contrast to the natural sciences, 
there is little pre-existing objective reality. 13 

In the social sciences, deep hypotheses can be tested only by ex- 
tended human experience, and it takes even more time to certify the 
value of the intellectual constructs of the cultural sciences. To imply 
objectivity by imitating the methods of natural science is presumptu- 
ous and disingenuous. All practitioners of the ‘soft’ sciences should 
fly their own pendant and openly declare their basic assumptions and 
beliefs. This was first pointed out by Max Weber (1864-1920). 14 

Marxism is the classical example of a scientific bluff. The dictum of 
Friedrich Nietzsche (1844-1900) “Every word is a prejudice” would 
for once be appropriate. In the end, Marxism could be falsified only by 
practical experience. Skepticism about the reach of scientific deduction 
was notable by its absence, and for that very reason many if not most 
social scientists jumped on the bandwagon. Marxism still has its faith- 
ful adherents. They cannot, and perhaps should not, be converted by 
rational arguments. 

Psychoanalysis and behaviorism are other depressing examples of 
scientific presumption during the early twentieth century. While the 
psychoanalyst assumed that childhood experiences predetermine adult 
life, the behaviorist was convinced of his ability to manipulate the hu- 
man personality by early conditioning. Both neglected heredity and 
were equally incapable of realizing their narrow-mindedness. Even to- 
day the upbringing of children is the subject of confident ‘scientific’ 
recommendations, and we may have to wait a while for common sense 
to prevail. 

In the shadow of self-deceiving mental edifices, the patient collection 
of fundamental data continues in the soft sciences, while fruitful inter- 
action with the natural sciences is gaining ground. Neurobiological re- 
search, in combination with psychological insights, will in due course 
shed light upon the interaction between body and soul. While waiting 
for that to happen, laboratory experiments with people in artificial 
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game situations have made some progress in the mapping of human 
morality. 

In Behavioral Game Theory (2002), Colin Camerer reviews the prog- 
ress in this area. By confronting volunteers in game situations of the 
‘prisoner’s dilemma’ type, the moral positions of the participants can 
be identified. To produce a realistic setting the winnings are paid out 
in hard cash. The research shows unequivocally that people possess a 
portion of good will, depending on a number of controllable variables. 
The variation between individuals is considerable and linked to the 
psychological profile. For the first time, an objective measure of mo- 
rality is within reach . 15 Neural imaging is beginning to deliver similar 
insights from a different vantage point . 16 

Comparison along the time line and between peoples is quite in- 
teresting. For instance Henrich et al . 17 have established that commer- 
cially active tribes in Africa have a more developed sense of fair play 
in comparison with wholly self-sufficient societies. Contrary to current 
opinion, the market seems to provide moral tuition. It is also com- 
forting that spontaneous plus-sum players seem to be in the majority. 
Moreover, an inclination to punish foul play at one’s own expense is 
also prominent; our innate strong reciprocity can be empirically dem- 
onstrated. 

The natural sciences have covered a lot of ground in describing the 
fundamental rules of the game in unambiguous, mathematical terms. 
We are capable of distinguishing the possible from the improbable or 
the outright impossible. Detailed insight into complex processes may 
be outside our reach but we can confidently survey the terrain. And as 
long as we dissect man like good veterinarians we are on the safe side. 
But the rules of the game are changing when we confront the genuine 
human factor. 

The object of research must be significantly simpler and less complex 
than the investigating subject; otherwise it is not open to scientific un- 
derstanding and explanation. The study of man is extremely cumber- 
some. The invariables are confined to our very individual genetic heri- 
tage. The reductionist researcher must be content with an amputated 
specimen (e.g. the rational Homo economicus). Or the observations 
are confined to a narrow aspect which, still, is hard to nail down (e.g. 
intelligence tests). Even so, identical twins open the possibility of sepa- 
rating genetic and environmental influences. 

The credibility of the natural sciences rests on rendering a coherent, 
multifariously tested view of the world. Humans are an incomparably 
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harder object for study, and the results are therefore fragmented, in- 
commensurate and basically suspect. Extrapolation beyond the frame 
of the actual investigation is always doubtful due to the lack of a ho- 
listic overview. Even in the shape of a myriad researcher, man cannot 
ever understand himself. Tie remains enigmatic and unpredictable. 

Art is the only legitimate science of man. Yet art is always implicit, 
it is information in immediate action, explaining nothing. Therefore 
the explicit, scientific quest for truth has its limitations. We must look 
elsewhere for evidence when we are dealing with ourselves, our life 
and the conjoining problems of social coexistence. 

Despite the incapability of science to provide answers for our most 
important questions, it already serves as a common denominator for 
educated people all over the globe. Its principal values are impeccable 
and generally accepted. The basic insight of human fallibility should 
foil the exaggerated ambitions of science, while opening the way for 
freedom of thought, humanism and democracy. 

5.5 The foundations of faith 

What is truth? This question must be repeated. The mathematicians 
unanimously assert that no axiomatic language can describe or prove 
its own truth. The truth criteria must originate in a superordinate lan- 
guage which gains its relevance from an even richer idiom. A ‘truth 
machine’ cannot be constructed. Like faith, hope, love and morality, 
truth is a prospective concept which is basically indescribable and in- 
definable. The highest truth is always a question of faith. 

Faith in science as the revealer of all truth is groundless, but science 
can uncover many untruths such as pernicious superstitions; truth is 
what remains when all untruths have been exposed. What then is a 
superstition in contrast to faith? It is a conviction which, at least in 
principle, can be falsified by observations, experiments or other scien- 
tific methods. Pseudo-sciences are the mirror-image of superstitions, 
entrenching themselves behind self-immunizing doctrines. 

Marxism like other theologies came within a whisker of immunizing 
itself. Whatsoever happens in the real world could be accommodated 
by experts in the formulas of orthodoxy. Psychoanalysis is another 
pseudo-religion where everything which has occurred finds its conve- 
nient explanation but the predictive power approaches zero. 

Faith is the invaluable which remains when the dross has been sorted 
out. It is not falsifiable, except in the very long perspective. “By the 
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fruit shall you know the tree”, but the harvest can be long in waiting, 
not least in science. The relation between faith and science has been 
debated to the point of exhaustion. The judicious compromise is that 
they are complementary and should not intrude upon each others’ 
domains. Even so I maintain that science builds on axiomatic, value- 
oriented rules of the game, in other words a faith . 18 

Science is foremost a Western phenomenon. The ancient Greeks be- 
gan the systematic search for truth. Islamic scholars enriched this heri- 
tage during the tenth and eleventh century but the effort came to a 
dead end, as did the sprouting of Chinese and Indian science . 19 Science 
gained momentum only in the Christian environment of Western Eu- 
rope. Religion did not directly support science but both drew on the 
same sources. 

Most religions become petrified over time, deteriorating into a ritual 
mumbo-jumbo, propped up by dogma and an often incomprehensible 
church language. The open message of Christianity was moving in the 
same direction; Church Latin and Old Church Slavonic created the 
obligatory distance to the sacred, which surpassed the comprehension 
of common folk. But the Reformation and the art of printing democ- 
ratized the gospels; everyone could be their own priest. In due course, 
equality before God turned into equality before the law. Scientific re- 
search and political democracy follow similar articles of faith - the 
same elementary rules of the game. 

All cultures are embedded in and derived from their religious back- 
grounds, which in turn seem to predestine social values and develop- 
ment. Obviously, during the progress a myriad of feedbacks are real- 
ized between the different levels of societal play. But it is a fundamental 
fallacy to perceive religious convictions as an afterthought, a product 
of economic and political power relations. Just as foolish is the divi- 
sion of humanity into the condemned and the redeemed, according to 
the observance of the detailed directives of holy writs. 

Religious fundamentalism and Marxism share a glaring self-contradic- 
tion. The future is predestined, yet we have to work with all our might 
for it to come true. When you believe in the laws of history or in the 
literal truth of the Scriptures, all means for the realization of the dimly 
discerned Utopia are legitimized in a logical somersault. If you are not 
fanatically committed, you have already distrusted the message, be- 
trayed your faith, admitted a terrible mistake; all in all fallen from the 
heaven of firm convictions to the hell of existential uncertainty. 
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“The letter killeth but the spirit giveth life.” Faith announces itself in 
our choice of values, the rules we try to apply in carrying out our ev- 
eryday obligations. Faith is historical self-selection both in its personal 
and societal aspects. It implies a risky wager on a very distant future, 
impenetrable to any rational analysis. In the fullness of time the fruits 
of faith become manifest - the truths of tangible accomplishment as 
well as the falsity of delusions. Theology may, after all, be an empiri- 
cal science. 

In their struggle with the concept of truth, the logicians have arrived at 
an ingenious definition, taking a leaf out of Darwin’s book: “Truth is 
the provisionally winning strategy in an open and infinitely extended 
evolutionary game”. The definition merely covers how to reach ever 
better and deeper truths, but that is as good as it gets . 20 

The Old Testament renders the arduous understanding (or re-editing) 
of Jahveh’s true character. Apostasy and the adoration of idols, with 
subsequent punishment and re-learning, is repeated time and again, 
while the chosen people achieves a successively deeper insight into the 
conditions of its existence - a question which is still in the balance. 

Mircea Eliade (1907-86) has in A History of Religions Ideas identified 
the Sacred as a concept, shared by all religions. The Sacred stretches 
from Paleolithic cave paintings to the extreme abstractions of Tera- 
vada-Buddhism. The latest effort in this direction is Stuart Kaufmanns 
book Reinventing the Sacred: A New View of Science, Reason and Re- 
ligion (2008). One is hard pressed to find a society without something 
they hold sacred. 

Indigenous people worship holy mountains, caves, animals, trees, 
groves or fountains as well as natural phenomena like thunder, light- 
ning and storms - all nature is a mystery. Important human activities 
are circumscribed by a multitude of inviolable prescriptions, taboos 
and rites of initiation. The current fanatic advocates of animal and 
nature protection represent spiritual regression - they adore primitive 
idols. This holds even more for an abundance of modern superstitions. 
The inclination to introduce the supernatural at all times of the day 
extends back to the magical world view of our ancestors. 

The monotheistic religions have not been untouched by the worship 
of pictures and idols. Great Buddha sculptures testify to the attraction 
of concrete symbols for his followers. In the holy temple of Kaba in 
Mecca, a black cornerstone, probably a meteorite, is especially sacred 
despite damage caused by internal fighting in the tenth century. Won- 
derworking relics, icons and other paraphernalia abound in Orthodox 
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and Catholic churches and shrines. It is terribly difficult to live solely 
by faith. 

For the ancient Greeks, the hometown was the most sacred; the gods 
served mainly as props. The native tribe has always been deified; alien 
people were barbarians, if not downright non-human. Later on, mod- 
ern nations have become the object of idolization; my country, right 
or wrong. Excessive nationalism is an obvious throwback. The great 
religions all point at superordinate, transcendent realities. The sacred 
cannot and must not be tangible, its reality is of a higher dignity. 

The alpha and omega of morality is the sanctity of our everyday 
rules of the game. Everything else is sanctimony without weight or 
value. But decent common people - the building blocks of democracy 
- can also fall into self-righteous smugness. The average man becomes 
the measure of everything; the majority has not only might but auto- 
matically also right on its side. The will of the people becomes an idol, 
the infallibility of the electorate a dogma, humble learning an impos- 
sibility. Elubris threatens each and everybody who blindly believes in 
himself. 

Martin Luther (1483-1546) recommended an infallible method for di- 
agnosing enthusiastic sectarians, lacking in genuine conviction. Their 
faith was not up to much if they were not occasionally assailed by 
doubt. 

The spiritual foundations of Christianity and democracy cannot be 
reduced to a few sentences. Nevertheless, I want to touch upon two 
aspects. The first one concerns the old Golden Rule of Reciprocity: 
Do unto others what you want others to do unto yourself. Kong Fuzi 
(Confucius 551-479 BC) dilutes the ethic by a negative formulation: 
“Do not do unto others what you would not have them do unto you”. 
Jesus for his part elevates the reciprocity principle to a higher level by 
demanding a stronger commitment - “love your neighbor like your- 
self” - and to crown it all, includes adversaries and enemies. 

I was six year old in the first grade and had brought a cap pistol to 
school. Our strict schoolmistress did not approve of my shooting caps 
in class and took away the pistol. During the break I surreptitiously 
recovered it which was soon discovered. I was of course immediately 
under suspicion but blamed Mauri, a nice but not so quick-witted 
classmate. Under pressure I maintained my denunciation until one of 
the girls in the class revealed the truth. All my life I have felt ashamed 
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for this misdeed, but Mauri wanted to be my friend. He was prepared 
to love a person who had borne false witness against him. 

I was twelve or thirteen, small but quick-witted and rather cheeky. A 
boy two grades above me took to bullying me. It became a small hell 
and, without being religiously inclined, I decided after mature delib- 
eration to test the message of the New Testament - love your enemy 
and pray for him. It worked after a couple of weeks. Something had 
changed in my behavior. I did not arouse the same aggression and was 
not nettled any more. My adversary, too, went through a similar pro- 
cess. We became friends. 

Two or three years later I witnessed how a bunch of younger boys 
made fun of a malformed classmate during the break. After a moments 
hesitation I told them to back off with immediate effect. I can still re- 
call the strong revulsion I felt at the mocking, and remember the glance 
of gratitude which illuminated the deformed face of the victim. 

The quest for truth is the other mainstay of our culture. The sanctity 
of truth goes back at least to Socrates and is also endorsed in the 
bible. “The truth shall make you free” says the Gospel according to 
St. John and this prediction has been amply fulfilled. But uncondi- 
tional honesty collides with sacral inscrutability. Faith and doubt are 
inseparable; truth and deep conviction have a common root. Neither 
can be definitively described, they can only tentatively be realized in a 
long-term commitment. 

“You shall not bear false witness” is the commandment which 
makes concrete the individual call for truth. It does not presuppose 
full insight but just unassuming good will. The Ten Commandments 
are prohibitions, in the first place. They structure the human plus-sum 
game, but leave ample room for the boundless quest for truth. We are 
spared all detailed instructions about food and drink, prayer routines, 
the eightfold way or the six perfections. 

“You shall not have other gods besides me.” God is what he is - 
what remains after all idols have been peeled away. Each and everyone 
is free to search for and to realize his or her personal relation to God. 
This sets the stage for the evaluation and rejection of values and the 
generation and regeneration of morality. Here in the hearts of indi- 
vidual humans, the struggle between right and wrong is decided - a 
struggle over the constant deficit in good will. Here in brief is the foun- 
dation of democracy. 



Part II 

The practice of democracy 

The second part of the book comprises a critical examina- 
tion of the practice of democracy, based on a sampling of 
contemporary issues. 

*The problems of the political zero-sum game force the 
contenders to learn the art of compromise - nobody is ever 
quite satisfied. 

*The value-creating metabolism of the market economy 
supports an expanding welfare state, which is politically 
justified by the call for equity. 

*The judiciary, though, follows its own rules that do not 
always coincide with the people’s sense of justice. 

* The unofficial fourth estate is an essential, albeit often 
insufferable part of the power structure. 

*The media participate in bolstering political correctness, 
which leads to a mendacious flight from reality. 

*The democracies are on the point of losing themselves in 
a thicket of modern superstitions. 



Chapter 6 

Political zero-sum games 



Political parties crystallize the divided opinions of the electorate into 
a number of intelligible alternatives. Hard competition tests the mo- 
rale of politicians but the integrity of the administration is even more 
important. Corrupt civil servants are a drain on societal morality and 
the same holds for high taxation combined with extensive realloca- 
tion of resources. Extra-parliamentary extortion may also destabilize 
a democracy. Ultimately the people are in charge. Only if upright can- 
didates attract the majority of votes can the political game uphold its 
plus-sum character. A democracy has the politicians it deserves. 



6.1 The party system 

To sketch out the high-minded ideals of democracy is easy compared 
with the hard work of reducing them to practice. Even apart from di- 
rect conflicts of interest, people disagree on most issues. In politics, the 
main question is not what is right but who benefits? The struggle for 
political power is basically a zero-sum game - one side’s gain is the 
other’s loss. Accordingly, the inherent logic involves secrecy and de- 
ception - no ideal background for long-term cooperation. Therefore, 
we should not be surprised by the dissension in democratic politics. 
Rather, the voluntary cooperation of hundreds of millions of citizens in 
fruitful plus-sum play is little less than miraculous. 

Direct democracy may work in small communities when the major- 
ity is acquainted with the problems at hand. But executive decisions 
are only in the rarest cases taken by plebiscite as in classical Athens. 
In modern democracies, legislation too is normally the responsibility 
of the elected representatives of the people. Switzerland, though, pro- 
vides ample scope for direct democracy, and most states in the United 
States have provisions for varying forms of citizens’ initiatives, which 
become law if they are not declared unconstitutional. 

In California, the voters may have to decide on dozens of law propos- 
als when electing political executives and sundry local civil servants. 
Small wonder then that the turnout is dropping as it is in Switzerland. 

In both places a clear self-selection of the voters can be observed. Po- 
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litical power is delegated to well-educated citizens, above middle age 
- a small step towards Aristotle’s politeia, the rule of the judicious? 

On the whole, participatory democracy is limited to local administra- 
tion. Supported by sensible decentralization, it nevertheless constitutes 
a pillar of strength in many if not most democratic societies. The com- 
mon affairs of the whole nation must, however, be entrusted to a small 
group of elected persons. Even for them it is a challenge to find a mea- 
sure of agreement. The much decried political parties are indispens- 
able tools in articulating conflicting values and reducing a plethora of 
individual opinions to a manageable number of alternatives. Parties 
usually try to maintain a facade of unity, but behind the neat exterior 
irreconcilable ambitions are seething. 

A senior member of the English Parliament is guiding a newly elected 
MP to the first session of the House of Commons. When they are en- 
tering the chamber, the agitated novice points at the benches of the 
opposing party and exclaims: “there is the enemy”. The experienced 
colleague responds with a measured clarification: “there the adver- 
saries are sitting; the enemies you will find on your own side”. The 
political game is ruthless but, nevertheless, follows its own unwritten 
rules. A handshake can mean more than formal agreements, and politi- 
cal debts and claims are usually kept in reasonable balance. To avoid 
breakdown, political commerce too requires a certain trust capital - 
the more, the better. 

The constitution and the electoral system have a decisive influence on 
the party pattern. Single-member constituencies are the traditional, 
Anglo-Saxon approach whereas continental Europe has preferred vari- 
ants of proportional elections. As mentioned earlier, no optimal elective 
system can be defined. Basically, the efficiency and clear responsibility 
of government must be weighed against a balanced representation of 
the whole spectrum of political opinions in the parliament. 

Single-member constituencies lead to a two-party system and one- 
party governments; the unavoidable compromises are worked out be- 
tween and within the party fractions. Proportional elections usually 
result in party coalitions, and the political wheeling and dealing takes 
place in the glare of publicity. Populist posturing then becomes an 
acute temptation. Neither does a many-party system put the politi- 
cians on the spot for their actions and even less for their statements. 
The ensuing political squabbling is highly frustrating for the voters 
and contributes to the disrepute of politics. 
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For many reasons, full proportionality is problematic and, as a lesser 
evil, the freedom of the electorate is often curtailed, for example by in- 
troducing thresholds for small parties. But the two-party system has its 
own inherent shortcomings. For the party in power there is always the 
temptation to cling to its position by any means, fair or otherwise. 

Besides Great Britain, the United States has the longest experience of 
a pure-bred two-party democracy. Gerrymandering is the art of fixing 
the boundaries of the constituencies in a manner favoring the domi- 
nant party. Both on the federal and state levels, the representatives of 
the people fight to the limit for the interests of their constituencies with 
little regard for the whole. The horse-trading is often intense before 
important votes, and occasionally the legislation is weighed down by 
the amassed pork. 

The civil war was a catastrophic political failure and caused extended 
regional polarization. The after effects are still discernable even if the 
federal balance of power was re-established before long. Locally, single 
party dominance was and still is fairly common and can be cemented 
by corrupt ‘machine’ politics - the brazen manipulation of voters and 
voting procedures. Around the turn of the century the Tammany Flail 
machine was able to milk the city of New York for decades . 1 

Regardless of the political culture, power is abused in all political sys- 
tems; the forms may vary but the symptoms are the same. Before elec- 
tions the electorate is bribed by the government of the day with ample 
benefits. Party associates are placed in lucrative positions - sometimes 
pure sinecures - campaign financiers are well remembered and politi- 
cal important regions are favored. 

The Japanese electoral system, like the Norwegian, blatantly favors 
the countryside at the expense of the cities, resembling England in the 
nineteenth century. The outcome is the most protectionist agricultural 
policy in the world (in hard competition with Switzerland and Nor- 
way) and senseless road building in the periphery. The building compa- 
nies generously contribute to the election campaigns of the dominating 
liberal-democratic party which creates a perfect feedback circuit. It 
remains to be seen, if the reforms of Junichiro Koizumi have broken 
up the infamous political linkage. 

In Japan, loyalty to the party and above all to its fractions is very 
strong, which simplifies the political calculations. But in many young 
democracies, party discipline is weak. The votes of the parliamentar- 
ians are up for sale, not necessarily for money but for ministerial posi- 
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tions or other benefits. Democracy loses its legitimacy if the parties do 
not act as dependable transmissions between electoral opinions and 
political decisions. 

Under Boris Jeltsin (1931-2007) Russian democracy took its first falter- 
ing steps. Professional criminals aspired for a seat in the Duma in order 
to enjoy immunity against prosecution; murder threats and bribes al- 
ternated in the political dialogue; diverse potentates became elected to 
local governorships to protect their economic interests. Jeltsin’s succes- 
sor Vladimir Putin has been severely criticized for his strong-arm mea- 
sures, as in the case of the ‘oligarch’ Mikhail Khodorkovsky, who was 
aiming at political power by financing the parties as well as individual 
members of the Duma. In the absence of written and unwritten rules 
for political behavior, Putin applied the available means at his disposal 
to stop Khodorkovsky’s influence peddling. Putin’s regime is undoubt- 
edly authoritarian. All the same, we can only hope that it leaves room 
for a gradual democratization of Russian society under his successor 
and bosom friend Dmitry Medvedev. 

The Russian predicament is not unique; always and everywhere de- 
mocracy is struggling with the rising tide of sneaking corruption. We 
are already acquainted with the lamentations of George Washington 
and John Adams regarding party fervor in the freshly amalgamated 
United States of America. Over the centuries, the political culture has 
not budged much. 

Party rule can take on many, more or less legitimate disguises. In 
Finland people nowadays vote for individuals within a party frame, 
whereas in Sweden the ballot is cast on parties. In spite of some statu- 
tory window-dressing, the candidates are elected in the order of ap- 
pearance on the party list which is decided by the bosses. The elector- 
ate are treated like cattle, incapable of electing the right persons in the 
hierarchy. 

Party finance has always been a shady business and the source of 
major scandals. Many high-level politicians in Germany, Italy and 
France have been forced to resign and a number have been sentenced 
for illegal party financing. In the Nordic Countries, among others, par- 
ties are customarily supported by the state in relation to their strength 
in parliament. Members of parliament may also pay a portion of their 
salaries to the party. Companies are regularly pestered by requests for 
contributions to the campaigns of parties and individual candidates. 
The political process cannot function without money. 
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The United States, as usual, provides both the best and worst example 
of democratic politics. Staggering sums are spent on presidential cam- 
paigns. According to The Economist, two and a half billion dollars 
was spent on the campaigns of the two main candidates in the 2004 
election, exclusive of the primaries and so called independent organiza- 
tions which spent an additional half a billion - and the 2008 campaign 
will certainly beat that record. But USA has also the most sophisticated 
regulations concerning campaign financing. The McCain-Feingold Act 
favors small contributions (below $2000) and the money flow must be 
transparent and meticulously accounted for. A determined effort has 
been made to close all loopholes. 1 

There is an acute danger that the politicians become overly dependant 
on their financiers. But it cannot be illegitimate for organizations to 
actively participate in election campaigns. Unions for instance, rou- 
tinely support left-wing parties whereas trade and industry assist more 
conservative candidates. Party and election finances mostly fall into a 
grey area bordering on impropriety, if not illegality. 

The election struggle itself is usually a rather unattractive pageant. 
In the heat of the campaign, the sense of fair play is blunted. Unbiased, 
businesslike discussions are conspicuous by their absence, polemics 
and ad hominem arguments dominate. Only the negative reactions of 
the electorate can put a limit on the mudslinging and misrepresenta- 
tion of facts. 

6.2 Administration and bureaucracy 

A democratic nation is dependent on its civil servants who should be 
honest, irreproachable, impartial, well-educated and well paid. The 
top civil servants should be as competent as chief executives of major 
companies. Even so, the public bureaucracy will never achieve the effi- 
ciency of the private sector. A public organization cannot learn from its 
mistakes because it cannot afford to make any. Every misstep can give 
rise to scandal, small or great. Furthermore, civil servants are normally 
irremovable and salaries are fixed; neither stick nor carrot is on hand. 
Worst of all, the public administration is not exposed to competition 
but enjoys considerable power along with security of employment. 

The US congress instigated in the 1960 s an inquiry in order to stream- 
line the administration. The conclusion was that giant bureaucracies 
have an inbuilt capability to thwart any reforms. It is thus a waste of 
time to try to improve efficiency incrementally. The only way is to dis- 
solve the whole organization and start again from scratch. 
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Crises and catastrophes can destroy established power structures, re- 
lease shackled creativity and open the door for unprejudiced learning. 
Such effects are at least partly responsible for the fast rise of Japan and 
Germany after the Second World War; the victorious powers did not 
have the same incentive towards reinventing themselves. Despite the 
disintegration of the Soviet Union, most of the corrupt bureaucracy 
was left in place and today Russia seems to battle in vain with this 
suffocating hydra. 

Power without transparency creates a moral hazard. State and lo- 
cal bureaucracies are always open to the temptations of corruption. 
Incorruptibility must be supported by high morale but this is far from 
enough. One rotten apple in a big organization spreads the contagion 
until it becomes a plague. Meticulous control of all transactions, deci- 
sions and reports is required. The division of responsibility and tasks 
are laid down to the letter, procedures are prescribed in minute detail; 
everything has to be documented, registered and filed away. 

In the United States, the Food and Drug Administration (FDA) carries 
responsibility for the safety of drugs and foodstuffs. Official decisions 
can signify not millions but billions in profit or loss, and the staff is un- 
der intense scrutiny. Every phone call from interested parties is imme- 
diately documented and filed. Two officials were always present when 
I made visits to the FDA in Washington; a private discussion was out 
of the question. It took a full ten years for us to get the final approval 
for the use of xylitol as a food ingredient; today it is widely used as a 
tasty and tooth-friendly substitute for common sugar. 3 

Under such circumstances, the natural reaction is to postpone deci- 
sions, ask for additional information and clarification, resort to nit- 
picking; it cannot be a breach of duty. During the 1970s, FDA was 
grinding to a halt with its risk-minimizing internal procedures. The 
public was effectively protected from ground-breaking cures. The Rea- 
gan administration established a more business-friendly atmosphere 
but the turbulence continues. Damned if you do and damned if you 
don’t. 

The Pentagon is another bureaucratic power centre which is subject 
to corruption. The difference is that decisions have to be made, prefer- 
ably fast and right. A high-level office-holder was recently prosecuted 
for partiality. She had favored a giant order for the Boeing Corpora- 
tion against the promise of a directorship in the company. In private 
enterprises too, the purchasing department is an Achilles heel. A half 
percent kickback to a private account in a Swiss bank is very difficult 
to expose. 
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Big corporations have similar problems with their bureaucracy. Staffs 
are usually mushrooming, centralization is like a force of nature - 
power without responsibility is an irresistible lure. You can always 
make the case for better coordination by central organs whereas the 
downside of impaired flexibility, muddled responsibility, escalating pa- 
per work and loss of motivation is hard to quantify. When organiza- 
tional sclerosis eventually ensues, a comprehensive decentralization is 
high on the agenda if the company is still afloat. The burden of proof 
should always be carried by the advocates of centralization. 

For many years General Electric (GE) had the highest market value on 
the stock exchanges (it was recently surpassed by Exxon which soon 
lost out to PetroChina) It is the only really resilient conglomerate in 
the United States with 300,000 employees. When Jack Welch took 
over in 1981, the bureaucracy had expanded out of all proportion. 

He cut it down to size, deployed staff to the operating units and radi- 
cally flattened the organization. He also introduced a tough personnel 
policy. An annual review of the managerial resources was mandatory 
in every unit. Twenty percent of staff were designated for additional 
training and a career in the company. The weakest ten percent had to 
be dismissed. Thus the drag of bureaucratic solidarity was nipped in 
the bud, and the supply of managerial talent was ensured while secu- 
rity was discounted. 4 

Public administration can uphold high professional standards and 
good morale but it cannot be made effective a la Jack Welch. The solu- 
tion is to keep the central bureaucracy as small, competent and gener- 
ously paid as possible. All operative activities should be transferred to 
self-contained units or be privatized whenever possible. 

The limits of the possible are farther out than is generally supposed. 

In the United States many prisons are privatized and a Swiss firm has 
specialized in training customs officers. It may also temporarily take 
over the operational responsibility.' A privatized customs authority 
can hardly be corrupted; that would threaten the whole business idea. 

Structural decentralization has nothing to do with decisions concern- 
ing financing priorities, social policy etc. which unequivocally belong 
to the political realm. But without some kind of market discipline and 
competitive pressure, an operational organization cannot be kept in 
proper trim. The separation of responsibilities for public supervision 



The company I have in mind is SGS SA (Societe General Surveillance) with about 50,000 
employees. 
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and actual operation is conducive of good governance, too. The crux 
is that the administration must acquire new competencies in order to 
manage the purchasing of services. 

In California the privatization of the market for electricity was a fi- 
asco. Producers as well as consumers were under the impression that 
they had covered themselves, but the system broke down when neither 
supply nor demand followed the forecasts, and power shortages be- 
came acute. Incentives for new investment were lacking because prices 
in the retail market were strictly regulated. A mechanism for adjusting 
the rules of the game was also lacking. A market should above all be 
impartial and self-regulating within a wide span of unexpected fluctua- 
tions. The Californian regime was a jumble of myopic special interests, 
which was barely functioning in a static situation . 5 

The increasingly open economic race between the nations implies 
that governments, too, are feeling the pressure of competition. When 
capital can move without impediment and people can vote with their 
feet, politicians and civil servants have to reconsider taxation, income 
transfers and not least the efficiency of the administration. This holds 
even more at the local level, which is responsible for social infrastruc- 
ture like schools, kindergartens and health care. The citizens are turn- 
ing into customers who want the best possible service for their tax 
money. 

Individual citizens often feel mistreated by overweening magistrates, 
without a fighting chance to assert their legitimate interests. To correct 
the balance of power, most democracies have introduced special agen- 
cies to take action against erring authorities (cf. chapter 8.2). Even 
more important is the transparency of the administration. The light 
of publicity leaves little room for bureaucratic arbitrariness. In a de- 
mocracy an exposed abuse is a past abuse. Appropriate political pro- 
cedures can also contribute to preventing misconduct, and maintain 
high standards among civil servants. 

In the United States, the integrity of top level civil servants is certified 
by rigorous FBI vetting; in addition they are mercilessly grilled in the 
Senate. I was present when the US Ambassador in Finland declined 
a rather modest farewell present from our Association of Trade and 
Industry. He was a candidate for a high position in the civil service and 
could not risk any suspicion of undue influence. 

Civil servants have, like everybody else, their own agenda which un- 
fortunately tends to bloat the bureaucracy. There is no lack of initia- 
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tives which motivate an increase of the budget or the personnel. The 
whole organization is wholeheartedly behind these goals, whereas cost 
reductions or efficiency improvements are resolutely resisted. Never- 
theless, a high-quality corps of civil servants is a vital resource which 
can partly compensate for mediocre or even useless politicians. But if 
the administration is corrupt, a political Hercules is needed to clear 
the Augean stables. 

Corruption is like cancer. Once established it spreads silently, sends 
forth metastases, and in the end becomes well-nigh ineradicable. When 
everybody participates, the extra income becomes an acquired right 
which can be relished with a clear conscience. Especially in a democ- 
racy, civil servants should form a select, impeccable elite. 

6 . 3 Taxation and redistribution 

“Nothing is sure except death and taxes” goes the old saying, even 
if the anarchists deny the inevitability of taxes. Small, self-sufficient 
communities can actually manage without taxes. Building, roadwork 
and other major undertakings are carried out by voluntary work, 
neighbors and relatives form a social safety net, the poor are cared for 
communally. Such collectives can survive only as isolated cocoons in a 
larger, benevolent realm. 

The Hutterites of South Dakota are followers of Jacob Hutter, an ana- 
baptist preacher who suffered a martyr’s death in Innsbruck in 1536. 
They still live in communistic solidarity and are an example of the 
resilience of small groups of religious dissenters. 

Local taxation is rarely a problem. The taxpayers have reasonable 
insight into the utility of the expenditures and can ascertain that they 
participate in a plus-sum game. Taxes which are payable to distant, 
anonymous authorities are less acceptable and are often felt to be a 
burden. We have already noticed that every administration tends to 
maximize taxation, regardless of the form of government. The democ- 
racies have developed this art to perfection. An abundance of deserv- 
ing causes is always competing for public funds. 

The private sector generally takes care of productive investments 
but lack of capital or risk aversion can force the government to make 
big investments in, say, infrastructure. Debt financing is appropriate 
if the beneficiaries pay for interest, amortization and other accrued 
costs, for example as road tolls or gasoline taxes. Basic education, art 
and science fall into a different category. Their profitability is difficult 
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or impossible to calculate; rather it is a matter of beliefs, based on 
fundamental values. 

In the democracies, the tax-financed investments in human capital 
have paid themselves back many times over and in addition yielded 
immensely valuable immaterial benefits. The willingness to budget 
for education and research is far from self-evident, keeping in mind 
the short perspective of party politics. Here the popular striving for 
advancement through learning forms a remarkable synthesis with the 
elite’s Faustian quest for truth. 

In every society, external and internal security is a top priority in order 
to safeguard the societal plus-sum game. Besides the military and the 
police, a number of other indispensable expenditures can be listed. 
Even so, the minimum requirement for tax revenues on the national 
level should not exceed 10% of BNP, except in wartime or during 
other serious crises. At the local level, perhaps another 10% should 
be set aside for basic education etc. But then we have not accounted 
for the politically motivated redistribution of the national income. It 
represents a zero-sum game, or rather minus-sum play, due to the con- 
siderable administrative costs. 

Income transfers have long been the main battle ground for demo- 
cratic politics. 6 Soaring tax revenues, due to techno-economic growth, 
have only increased the appetite for spending among politicians. The 
competition with the Soviet Union certainly softened the resistance of 
the taxpayers, uncomfortable with the prospect of a rebellious prole- 
tariat. The upshot has been surreptitious socialization which has ad- 
vanced in all democracies with Sweden in the van. The reliance on 
public support stretches through all sectors of the economy. 

-Agricultural subsidies are the dominating item in the EU-budget, but 
most democracies support their farmers, one way or another. 

-Industrial activities receive sizeable regional and investment support. 

In addition, product development is backed directly and indirectly. 

- Underdeveloped regions enjoy tax relief, ‘unjustified’ infrastructure 
and political relocations. 

-High-level education is free or highly subsidized. 

-Health care is heavily subsidized everywhere. In different disguises it 
builds up to a massive expenditure at the national level. 

-A substantial part of pensions are state-financed which is causing ma- 
jor headaches all over the West. 

-The unemployed receive generous support which often becomes per- 
manent. 



6.3 Taxation And Redistribution* 12.3 



-Lastly we have social support, the original poor relief, which in the 
end is a fairly small item accounting for, at most, a few percent of 
BNP. 

-To round it off we pay for help to developing countries which is equiv- 
alent to international poor relief. 

Interference with the market should always be met with skepticism, 
regardless of real or presumptive concern for justice, equality, human 
care or economic growth. Such expenditures generally have eloquent 
advocates who presume that people, enterprises or regions cannot or 
would not assume full responsibility for their own future. Emergency 
relief and transitional support is often justified, but entitlements with- 
out time limit should give pause for thought. 

In a welfare society the state has taken over the responsibility for 
all and everybody - not only for dropouts and those in need of emer- 
gency support, but for ordinary, steadfast citizens as well. Excepting 
the ministry of finance, every department from the minister down to 
the humblest civil servant has an interest in finding new ways to please 
the electorate by increasing its budget. 

The Public Choice school emphasizes the evident self-interest of politi- 
cians and officials. 7 Every request for additional money is a partisan 
plea in an attractive package, labeled the common weal - happiness 
by legislation. A gullible electorate for long bought this message but in 
1978 the tax revolution started in California. Proposition 13 was ap- 
proved and put a ceiling on local property taxes. The centralization of 
education became the unintended effect, and Californian taxation has 
since then been in a state of turmoil. 

In the budget all income transfers should be accounted for under a 
separate heading. The situation is complicated by the intricacies of 
dedicated taxes and municipal taxation. The tax code in most coun- 
tries is a jumble of different revenue sources, special rules and politi- 
cally motivated exemptions which are incomprehensible for the ordi- 
nary citizen. Except for experts, these documents are currently almost 
impenetrable which suits politicians, civil servants and diverse pres- 
sure groups just fine. 

For that very reason we should insist upon transparency in nation- 
al and local budgets to facilitate an informed political discourse. To 
avoid welfare losses, taxation should also be neutral vis-a-vis resource 
allocation. Inconsistencies abound, not least in the taxation of capital 



income. 
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All income from capital should in the name of consistency be taxed ac- 
cording to the same rate, excluding basic deductions for small incomes. 

But for limited liability companies (corporations) double taxation is, 
nonetheless, international practice. The logic of the taxman is always 
the same. The limited company is an exceptionally effective mode of 
operation, and it could and should be taxed accordingly. 

Taxes on consumption are increasingly popular and they encourage 
saving, which remains a good cause. The European version (the added 
value tax) is neutral all along the value chain. Political aims can be in- 
corporated by grading the tax; necessities may enjoy cut rates whereas 
luxuries and vices such as tobacco and alcohol can be severely taxed. 
Even so, prostitution and narcotics have so far, with minor exceptions, 
avoided the clutches of the tax-collector. 

Luxury taxes have a long ancestry. Salt was for a long time on impor- 
tant object for taxation whereas coffee, another presumptive extrava- 
gance, was a later source of internal revenue. Today, communication 
by mobile phone is taxed as a luxury in many African countries. The 
European taxman still views private motoring as self-indulgence, even 
if fiscal income is not the only objective. Gasoline taxes cover road 
expenditures, and can be justified by environmental concerns and the 
conservation of scarce resources. 

The long-term availability of oil is or should be a major concern 
above all for the United States. The problem has caused much agony 
but a rise of the gasoline tax is scrupulously avoided. Such a market- 
friendly solution would deliver badly-needed cash for the exchequer 
but is said to entail political suicide for its advocates. Instead a set 
of clumsy and ineffectual laws has been introduced to put a lid on 
average gas consumption. The Americans will in the future have to 
confront each and every one of the problems they now so resolutely 
put on the back burner. (Originally I wrote these lines in 2006. In the 
summer of 2008 as I am redrafting them, it appears that the future has 
already arrived.) 

The exemption from taxes for the nobility and the clergy was prob- 
ably the strongest incentive behind the French revolution. Now we 
have tax privileges in the low income bracket. Progressive taxation has 
for long been a mantra but now it is being questioned. The discussion 
was initiated in 1985 by Robert Hall and Alvin Rabuschka with The 
Flat Tax which was inspired by the monstrous tax code of the United 
States. Russia, Ukraine, Estonia, Latvia and Slovakia already apply 
a flat income tax, and it is discussed in many of the core countries of 
the European Union. Iceland has recently introduced a flat tax and 
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the whole taxation system has been deemed exemplary . 8 On the other 
hand, a negative income tax is also on the political agenda. It would 
endorse the right of the citizens to live at the expense of the state, that 
is, off other people. 

The wantok system in Papua-New Guinea exemplifies the streamlined 
social security of a tribal society, as well as its shortcomings in an im- 
posed national state. Wantok is Pidgin English for “one talk” viz. the 
same language. A wantok is a kinsman who is obliged to help a poor 
relative after “one talk” - a complementary interpretation of wantok. 

A civil servant is not only bound to give preference to his wantoks; he 
is also expected to steal or embezzle to supply their needs. On payday 
a wage earner is pestered by work-shy relatives who insist on their 
share . 9 

Finally, some of the main tenets of the public choice school deserve to 
be recapitulated: 

-Permanent income transfers are always dubious. 

-Decentralize taxation, responsibility and decision making to the limit. 
-Introduce competitive market conditions wherever feasible 
-Trust the market mechanism in preference to political intervention 
In brief: economize on love. 

6. 4 Extra-parliamentary power games 

To listen and to consider all points of view is part and parcel of the 
democratic tradition. The parliamentary process is backed up by sur- 
veys, reports and analyses, first in the ministerial departments and 
then in committees where experts and vested interests can vent their 
views. But democracies also accept extra-parliamentary expressions 
of opinion such as public demonstrations and assorted delegations, 
frankly speaking their mind before the responsible politicians. 

A forcefully presented opinion stays within the bounds of demo- 
cratic argumentation, but violence of any kind breaks the rules of the 
game. The street parliament is often romanticized as democracy in 
direct action. In established democracies it rather represents a loud 
and ruthless minority, attempting to impose its will on the law-abiding 
majority. If the police intervene, they are tainted as the lackeys of the 
powers that be. 

Violent demonstrations are often seized on as popular entertainment. 

In the embrace of a mass of people, individual responsibility evapo- 
rates and you feel an intoxicating affinity with those similarly minded. 
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Furthermore, you are self-evidently on the side of justice, good con- 
science is for sale at a bargain price. Recent mass demonstrations, for 
instance against globalization, are relatively innocuous happenings 
centered around a nucleus of itinerant professional demonstrators and 
trouble-makers. But they elicit unpleasant associations with a time 
when black-, brown- and red-shirts came to blows with the police in 
European cities.’ Contrary to their modern successors, they knew ex- 
actly what they wanted - to get rid of democracy. 

Activists readily refer to important democratic reforms which alleg- 
edly were instigated at the behest of extra-parliamentary action, such 
as virulent agitation, strikes and street violence. This is a misunder- 
standing. Strikes may produce a short-term wage increase for delim- 
ited groups, but in the long-term the standard of living depends on the 
added value of the nationwide economic plus-sum game. Riots may 
speed up legislation but they poison the political atmosphere, weaken 
democracy and provoke adversaries to use similar stratagems. 

To replace the art of compromise with mutual dictates is an invita- 
tion to catastrophic minus-sum games. A succession of democracies 
have suffered shipwreck at the cross purposes of ruthless group in- 
terests. After World War II, Latin America particularly was affected 
by political turbulence of this type. Revolutions and military coups 
alternated, leaving no openings for democracy. 

Chile could pride itself of its democratic traditions until 1973 when 
Salvador Allende (1908-73), the President in office, was removed by 
a military coup and committed suicide. The prelude is a cautionary 
tale. Despite the manipulations of the United States, Allende received 
36.3% of the votes in the 1970 presidential elections. The conservative 
candidate got 35.7% while a moderate got the remaining 27%. Despite 
strong doubts the Congress followed precedent and appointed to Presi- 
dent the candidate with the plurality of votes. But it forced Allende to 
accept a declaration that he would not undermine the constitution. 

All the same, Allende at once began to introduce socialism. In his 
first speech to Congress, half a year after inauguration, he presented a 
radical program and intimated that he would proceed with or without 
the approval of Congress. When the legislators objected, Allende gov- 
erned by decrees. In 1973, economic and political chaos reigned. Con- 
gress requested the army to restore law and order which brought about 
the resignation of the commander in chief. Allende appointed Augusto 
Pinochet to command the army; two weeks later Pinochet pulled off a 
military coup, supported by the navy and the air force. 10 



The Italian fascists wore black shirts, the Nazis brown and the communists red. 
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Allende had stretched his weak mandate to a point which conflicted 
with the spirit and the letter of the constitution. Instead of imposing 
socialism by hook and by crook he could have been content with a less 
ambitious program. And when society was breaking down he should 
have had sense enough to resign. But Allende was no democrat and 
neither was Pinochet, who established draconian order at a heavy price 
in human lives. In 1990, Chile could return to a stable, democratic 
regime and comparative prosperity. Politicians on the right and the left 
had assimilated the dearly-bought experience. 

After numerous twists and turns, democracy has gained a footing in 
South America but many countries still live under the threat of re- 
lapses into authoritarian rule or revolutionary follies. For example in 
Venezuela, President Hugo Chavez pursues a dangerous balancing act, 
bordering on populist dictatorship. But there is a fair chance for de- 
mocracy all over Latin America. 11 Every country has to pass through 
its own painful learning process (cf. chapter 11.4). 

Peaceable mass demonstrations and strikes have sometimes moved 
autocratic regimes towards democracy. In 1905, a general strike 
forced the Russian tsar to constitute a parliament (the duma), but the 
concessions were soon revoked. In Portugal however, the carnation 
revolution swept away the tottering one-party rule for good in 1974. 
In 2004, persistent demonstrations in Kiev against rampant election 
fraud managed to give Ukrainian politics a democratic turn and Geor- 
gia has passed a similar process. But noisy mass manifestations do 
not serve established democracies well, much less riot and rebellion. 
Legitimate ways to voice a divergent opinion are always available. 

The suffragettes of Great Britain were notorious for their violent dem- 
onstrations, but it is hard to tell if their intemperate actions expedited 
the reform. After all, the women of New Zeeland and Finland had been 
peacefully franchised much earlier. Switzerland, on the other hand, pro- 
crastinated until 1971; even so it was hardly deficient in democracy. 

Established special interests can pursue their aims by lobbying. Poli- 
ticians and civil servants in key positions are under intense courting 
from executives, union leaders and diverse organizations. It is difficult 
to draw the line between valuable exchanges of opinion and devious 
string-pulling. 

The United States is making valiant efforts to curb undue influence. 11 
Washington lobbyists have to register and twice annually they have to 
deliver a report which divulges clients, lobbying objects and expendi- 
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tures among other things. Lobbying cannot be restricted, because the 
first amendment to the constitution guarantees freedom of expression 
and the right of the citizens to present petitions to the magistrates. But 
by making lobbying public, the worst misconduct can hopefully be 
checked. After the Abramoff scandal the rules will be tightened again, 
though to what effect remains to be seen. 

My only experience of lobbying in the USA is positive. We had intro- 
duced crystalline fruit sugar in the US-market and tried to attain legal 
equality with common sugar. Our lawyers contacted a congressman 
and a ten line law amendment sailed through the house and the senate 
to be signed into law by President Jimmy Carter a few months later. 

In most democracies, the tide of lobbying is ever rising due to the pro- 
pensity of the state to interfere in the market mechanisms instead of 
confining itself to defining the rules. Besides, ideologically motivated 
pressure groups plead loudly for their narrow-minded views. Further- 
more, petitions abound from an untold number of non-profit organi- 
zations looking for public support. The noise level in the corridors of 
power can be high indeed. 

Indirect lobbying by the media has become routine. A major part of 
domestic media material can be attributed to the manipulations of in- 
terest groups. Usually, money is the core issue, either as an appeal for 
direct support or as concealed advertising. It can be hard to separate 
legitimate opinion from political wangling, but for the trained eye the 
self-interest shines through the veil of spurious public interest. We will 
come back to the role of the media in chapter 9. 

Extra-parliamentary blackmail can work at the local level, too. Il- 
legal squatting has in many places come in handy to put pressure on 
local government. Students have over the ages noisily presented their 
inalienable views about professors, the curriculum, accommodation 
and provisions. The international repercussions made the disturbances 
of 1968 exceptional. The students were dissatisfied, not only with the 
universities and their education, but with society and the ways of the 
world in general. 

The hippie movement was an indication of a youth rebellion which in 
1964-66 attained political expression in Berkeley, University of Cali- 
fornia. But it was Columbia University in New York which in 1968 
became the scene for the first student tumults. The protest was linked 
to the Vietnam War but was quickly radicalized and soon shrank to a 
core of amateur terrorists, who called themselves the Weather Under- 
ground. 13 

In France the student rebellion had more serious consequences. In 
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May 1968, clashes with the police initiated widespread strikes which 
paralyzed the country and set off a political crisis. The Parliament was 
dissolved by President de Gaulle (1890-1970) who won strong sup- 
port in the subsequent election. The disturbances ebbed out, teaching 
and tuition were renewed (not necessarily for the better), but society 
mostly reverted to the old ways. Still, de Gaulle retired the next year, 
after losing a referendum he had called. 

The student rebellion of 19 68 may signify a generation change, but there 
is no reason to romanticize the bumptious self-assertion of privileged 
youngsters. The strongly expanding university system was breaking at 
its seams under the pressure of the baby-boom generation. Young men 
have an inherent need to assert themselves which sometimes spreads 
like an epidemic. During 1968, the common denominator included an 
even more primitive element, the sexual drive. The decisive reform was 
that the universities refrained from maintaining a conservative sexual 
morale on the campuses. After that the enthusiasm waned. 

Mark Rudd, the leader of the Columbia upheavals, went underground 
and eventually became a teacher of mathematics in a New Mexico 
school. Referring to an earlier interview, he says that “it was difficult 
for me to speak about my moral dilemma - which actually really is 
a euphemism for shame”. 14 Daniel Cohn-Bendit, the spokesman for 
the rebellious Paris students, was expelled from France, but in 1994 
he was elected to the European Parliament, representing the German 
green party. He repeated the feat in 1999 as a leader of the French 
environmental party. Today Cohn-Bendit is the leader of the green par- 
liamentary group in Brussels. 

The life stories of these prominent actors can serve as a brief abstract 
of the student rebellion. After all the sound and fury, the great major- 
ity of the rebels were assimilated in the democratic society they had 
vehemently criticized. They made their mark, but it is hard to say of 
what kind; they also exerted an influence, but it is hard to say how big. 
In a democracy, sincere initiatives rarely disappear without a trace, 
and the outcome is often better than the intention. But one should not 
forget that the rebellion of 1968 also prepared the ground for the mur- 
derous attacks of the Red Brigades and The Red Army Fraction. 

6.5 The people in charge 

In a democracy, the sovereign people have the power and the respon- 
sibility. We may tell off our politicians as much as we like but the par- 
ties must sell their message to the electorate in fierce competition. The 
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product is always adapted to the preferences of the consumer. If lies and 
slander, demagoguery and populism are strong sales points, the qual- 
ity awareness of the customer is wanting. The people can only blame 
themselves when, for instance, public expenditures run amok . 15 

Political apathy is, with some justification, touted as a major prob- 
lem for modern democracies. In times of affluent peace, only spectacu- 
lar crimes, accidents or scandals arouse political passions. Then the 
field is open for political lightweights to invoke radical legislation in 
fast order. Fortunately, precipitate action is usually prevented by the 
frustrating slowness of democratic decision-making. 

It cannot be denied that nowadays the common voter is rather unin- 
terested in politics. An old business slogan presents a partial solution 
to the problem: Keep it simple stupid! The electorate can follow and 
understand only a limited set of important legislation. Complex acts 
and regulations often reflect muddled compromises or undue influ- 
ence; in any case they alienate the electorate. 

Mancur Olson shows in The Rise and Decline of Nations (i 969) how 
government failure ensues when small, closely knit interest groups, 
whom he calls distributive coalitions, achieve disproportionate influ- 
ence, not least on taxation. In many countries the tax code produces a 
veritable science which serves as a base for sophisticated tax planning. 

In the United States the assumed loss to the national economy is hun- 
dreds of billions of dollars when compared with a straightforward flat 
tax with basic deductions. 

Specially constructed loopholes for the super-rich pass ever so of- 
ten below the radar of publicity with little discussion. For instance 
in equality-fixated Sweden, the tax planning of the really wealthy is 
facilitated by tailor-made rules. Within the European Union, the Com- 
mission has for years tried to eliminate the scandalous tax-havens in 
Luxemburg, Liechtenstein, Monaco, the Isle of Man, Gibraltar and 
the Channel Islands - to little avail. Some progress has been made but 
public opinion in the EU-countries could not care less. 

Democracy goes wrong when egotistic politicians are given a free hand 
by a listless electorate. The diffuse public interest falls prey to the ma- 
nipulations of a small number of highly motivated actors. Decision- 
making easily slips into the hands of well-organized interest groups, 
which in the end will reach an agreement at the expense of the tax- 
payer. The whole of society can be engulfed in a morass of endless 
negotiations and proliferating zero-sum play. 

It bears repeating. Leave to the market what belongs to the market 
and let the people and its elected representatives concentrate on the es- 
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sentials. An overgrown public sector is a thieves’ paradise, a haven for 
foul play. The itch of politicians to splash favors around aggravates the 
societal elephantiasis. Shrewd patronage is applied to reward impor- 
tant supporters and to pacify influential adversaries. Broad voter cat- 
egories can be bribed by introducing tax-financed benefits, frequently 
mortgaging future tax revenues. A reaction is often delayed until the 
till is empty, despite heavy taxation and maximum indebtedness. 

Slimming the national budget is as difficult as personal weight re- 
duction. By heroic efforts temporary results can be achieved, but the 
appropriations are back at the very instant our collective self-control 
fails. In the political debate, the inherent human instinct to secure at- 
tained benefits assumes the character of a constitutional right. 

The market is a superior method for the allocation of economic gains 
and losses. First and foremost, the market is an effective (but not nec- 
essarily an optimal) plus-sum game. Furthermore, the losers have to 
acquiesce; to cry over spilled milk does not bring any profit. In con- 
trast, a political allocation is equal to a zero-sum game; it rarely cre- 
ates added value. What is worse, the losers do not give in but persist 
in whining, and clamor for reconsideration and revision. The merited 
tire and lose out, the winners are usually the most brazen with the best 
contacts. 

A democracy refrains from riding roughshod even over small minori- 
ties; the politicians would like to please everybody. This can lead to 
Navajo-democracy; the palaver continues until everyone is content. In 
any case, each and everyone have to be heard. Frequently, the outcome 
is a sequence of appeals and exorbitant delays. Individual rights form 
the foundation of democracy, but they can be abused and lead to a 
tyranny of the minority. Good manners should imply the acceptance 
of defeat when it is inevitable, eschewing the waste of public resources 
on pointless self-conceit. 

The same holds for the political game. Ever so often you have to be a 
good loser, concede defeat and give up the prerogatives of power. In a 
democracy, all is not lost in opposition. In the same vein everything is 
not gained by one election victory. For authoritarian rulers, resigning 
or retiring is a much harder choice. They might face the same treat- 
ment that was meted out to their antagonists. 

Public opinion is a mighty force in a democratic society. It is notori- 
ously fickle but represents a political reality which is impossible to 
ignore when feelings run high. Public opinion does not ignite on fac- 
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tual arguments or strategic considerations but its response is all the 
stronger to dramatic incidents, large or small. 

When in the early 1990s Slobodan Milosevic started his Greater Serbia 
campaign with war and ethnic persecution, the international reaction 
was muted and irresolute. The efforts of the United Nations ended 
in scandal when in July 1995 a Dutch UN-force helplessly witnessed 
the slaughter of thousands of Bosnians in Srebrenica. The massacre 
precipitated a limited NATO-operation and a settlement was reached 
by the end of 1995. Milosevic had to withdraw into Serbia but clashes 
with militant Albanians in Kosovo escalated to systematic persecution 
and ethnic cleansing. 

The European Union lacked both the will and the strength to inter- 
vene whereas the United States viewed the Balkans as a European rat- 
hole, lacking strategic importance. Only when footage of the masses 
of fleeing Albanians reached the TV-watchers in 1999, did the public 
opinion in the US insist on decisive action. President Clinton was un- 
der pressure to do something but did not want to risk American lives. 
The outcome was an USA -lead NATO-operation without the sanction 
of the United Nations. The capitulation of Milosevic was enforced by 
the massive bombing of Kosovo and later of Belgrade. 

Already de Tocqueville noticed how spontaneously people affiliate to 
opinions which are perceived as the majority view. For good or for 
worse, this bandwagon-effect is not only a display of political oppor- 
tunism but an age-old democratic reflex. To side with a widespread 
opinion is risk-free and emotionally satisfying - you can comfortably 
assume a self-righteous stance. The outcome is belief conformity, also 
called political correctness, a morally disquieting phenomenon which 
we will return to in chapter 9.4. 

The people’s sense of fair play is put to the test in many other con- 
texts. Equal opportunity is a widely accepted principle but in practice 
it leads to unexpected and unacceptable differences in individual out- 
comes. Does it suffice that everybody starts at the same line or should 
society see to it that each and everyone is adequately positioned at the 
finish? Political freedom and equality inevitably ends up in economic 
inequality, whereas economic equality with the same certainty elimi- 
nates liberty. Therefore an unequal distribution of income is inescap- 
able, but it is and will remain the source of political conflict. One way 
or another, positive discrimination will be a feature of every demo- 
cratic society. 

The political process may, in a narrow perspective, look like a zero- 
sum game but its mission is, or should be, to secure and promote the 
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fruitful cooperation and the personal self-realization of the citizens. 
Political institutions and political decisions form the indispensable 
frame for the multitude of societal plus-sum games. 

In the last instance the citizens are responsible and in charge. The 
sovereign people is free to make mistakes. But if the people fails to 
learn, the rebuff will be repeated. The political game can sustain a 
plus-sum character only if a majority of votes fall to upright candi- 
dates. A democracy has the politicians and the policies it deserves. 



Chapter 7 

The economic plus-sum game 



A good national economy is founded on sufficient capital formation 
and vigorous entrepreneurship within a sensible institutional frame. 
Preferably company profits should reflect the added societal value and 
free-riding must be discouraged, not least in biological reproduction. 
Externalities such as environmental impact and changes in human cap- 
ital should be accounted for in the assessment of national income and 
wealth. The globalization of trade is the best developmetrt aid, despite 
the loud complaints of the losers when the market demolishes their 
privileged positions. 



7.1 The national economy 

Bypassing whole libraries of national economic writings, the same 
rules should apply to a country as to a household - in the long term 
expenditures must not exceed income. But the state has a few cards up 
its sleeve which can be used in the event of foul play. The classic card is 
inflation which is useful in reducing the indebtedness of the state (and 
other debtors). Furthermore, employment is sustained, at least accord- 
ing to the Keynesian post-war economists. What they got in the 1970s 
was stagflation - recession, unemployment and inflation. 

The suppression of inflation in the 1980s must be counted as a major 
political success, but other financial self-deceptions have come to the 
fore. The biggest problems are entitlements which are voted through 
in a spirit of resolute, wishful thinking. Pensions especially are devious 
instruments. There is no charge when the decisions are made, but the 
burden becomes crushing if the population base dwindles. 

Most countries have state pensions organized on the principle ‘pay 
as you go’. Around 2020, the rising pension costs will begin to over- 
whelm taxpayers in a number of countries. The same holds for health 
care and other social costs. The retirement age must be raised and the 
benefits reduced. Measures have been taken but it might be too little, 
too late. Corporations like General Motors, with a brilliant past but a 
gloomy future, are in for a similar crunch. Generous retirement agree- 
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ments can, in the worst case, drive companies and the affiliated pen- 
sion funds into bankruptcy. 1 

Democracies habitually postpone unpleasant decisions. As a rule, the 
electorate and thus the politicians give precedence to short-term inter- 
ests. The national debt reflects this mindset; many countries are heavi- 
ly in hock. In the early nineties, interest payments amounted to around 
20% of the national budget in Belgium, Italy and Canada. Decreasing 
interest rates eased the burden for a while but indebtedness increased. 
In 2006, Japan held the top slot with 150% of the annual BNP; Italy 
and Belgium occupied the other medal positions. Many democracies 
have rashly mortgaged their future. 

Walter Wriston (1920-2005), legendary chief for Citicorp, once let out 
that “countries do not go bankrupt”. He was right but their central 
banks could do the trick and his company lost a lot of money on Latin 
American public debt. The United States currently produces govern- 
ment bonds in a steady stream and they are still considered rock solid 
investments. A major part is taken up by Southeast Asian central banks 
which have all but tied their currencies to the dollar. We are witnessing 
the absurd state of affairs that the Chinese poor are financing Ameri- 
can over-consumption, an unsustainable situation. 

The rise of Western Germany after the war was based on frugality, 
not least in the public domain; the constitution stipulates that public 
debt is allowed only for new investment. However, economic success 
led to imprudent political commitments and Germany now struggles 
with a stubborn budget deficit; the constitutional statutes have quietly 
been set to one side. 

In poor countries a high rate of savings is the best indication of fu- 
ture economic upturn. In the early 1970s, private capital formation in 
Japan was around 25% of BNP, while South Korea saved more than 
30% in 1988. According to the International Monetary Fund (IMF), 
the rate of saving in China was 50% in 2005. In Latin America only 
Chile has exceeded 10%, if oil revenues are excluded. 

In the developed countries the figures are much lower; in 2007 Japa- 
nese savings had dropped to 3% of BNP. This is in part due to the 
rise in depreciations which increasingly finance the investments. The 
economists have a habit of castigating exaggerated thrift because it 
strangles consumption. But most experts agree that the consumption 
craze in the United States was out of hand when the savings rate fell to 
close to zero in 2005. In 2007 it was still a measly 0.4%. 2 

Unearned riches can be sugar-coated poison pills. They distort the 
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perception of reality and are equal to a giant subsidy, compromising 
the competitiveness of the nation. Political and economic decision- 
making goes awry, frugality is thrown to the wind and featherbedding 
becomes the name of the game. 

After the Second World War, Argentina and Uruguay rode high on an 
export boom of agricultural produce. They swiftly erected an inflated 
welfare state which became a crushing burden when the boom turned 
to bust. In the oil-rich countries in the Near East, foreign workers per- 
form most of the manual tasks and taxes are an unknown concept for 
the natives. The limitless acquisitiveness of princes and sheiks can con- 
tinue as long as the money suffices to keep the people content. In Ni- 
geria the oil money has thoroughly degraded the morals of politicians 
and civil servants. The anti-corruption minister recently triumphantly 
declared that the share of embezzled oil income had decreased from 
70% to 40% ! 3 Even in Norway, many sectors of trade and industry are 
struggling despite brave efforts to neutralize the surplus oil revenue. 

The prerequisites for an economic plus-sum game are sound public 
finances and a capable administration. A coherent set of regulations 
for the business sector is essential. In addition, the government has to 
build and maintain the infrastructure which cannot readily be handed 
over to the market. The lodestar should be fair competitive play, with 
the implied objective that profits should be proportional to the ac- 
crued benefits to society. 

In 1985 , 1 served as the representative of trade and industry in a com- 
mittee which prepared a new competition law for Finland. During the 
first session I proposed, tongue in cheek, that agriculture and the labor 
market should be covered by the legislation. That came to naught, but 
in 1988 our unanimous proposal became law with only minor modifi- 
cations. It has stiffened competition in the industrial sector and thanks 
to the European Union and globalization the farmers and the unions, 
too, have faced increased competition. 

Market failure is a condition which should trigger government action. 
It is often caused by so-called natural monopolies like electric power 
distribution where special regulations are called for to uphold fair 
play. Dominant market positions are always suspect and must not be 
abused; cartels are outright criminal. Consumers and the labor force 
are protected by specific laws. They are intended to anticipate a de- 
layed ‘natural’ market response because the immediate consequences 
are deemed unacceptable. 
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Milton Friedman (1912-2006), the dominant figure of the Chicago 
school and the standard bearer of neo-liberalism, consistently pleaded 
for a deregulation of the market. For instance, the authorization of 
physicians, apothecaries, engineers, lawyers, bankers etc. etc. is con- 
sidered superfluous, because the customers eventually will separate the 
wheat from the chaff. 4 This may work in a small-scale society, but the 
prescription will probably not be tried out in modern democracies for 
very good reasons. 

Administering the market medicine is not always straightforward and 
many markets, not least the financial ones, require constant supervi- 
sion by competent authorities. Just the same, we suffer from overregu- 
lation. Any misdeed, misfortune or social evil releases calls for more 
detailed regulations. Politicians, experts and civil servants readily enter 
the merry-go-round of stricter directives, lower tolerance and firmer 
control. Nobody has an interest in opening the floor to advocates of 
deregulation. 

When the government tries to intervene in lopsided market condi- 
tions, for instance unemployment, it may just make matters worse. 
The underlying causes are usually the lack of flexibility and market 
adaptation. Retraining and flextime for working hours are thus sen- 
sible steps, whereas the security of employment and compulsory cuts 
in working hours are counterproductive measures. In the long term, it 
is no good trying to fight the market. 

Widespread and extended unemployment is a serious market distur- 
bance; the economy has not adapted to the swift changes of trade and 
industry. The ultimate cause is the detailed regulation of working life 
which impairs the adjustment of supply and demand by the price mech- 
anism. A safety net for the less fortunate is quite legitimate, but the 
costs of unemployment insurance should fall on the unions. Their mem- 
bers are, to be sure, the beneficiaries of monopolized wage-fixing. 

The endemic unemployment in many West European countries in- 
dicates that something has gone wrong. In Germany, one half of the 
unemployed are long-term, whereas in the United States the corre- 
sponding proportion is one out of ten. The safety nets have become 
hammocks; unemployment benefits, supplemented by incidental un- 
taxed income successfully compete with wage earnings. A rising pro- 
portion of the registered unemployed are dropouts, unable or unwill- 
ing to work; their claims on societal solidarity, if any, derive from their 
unemployability. But in many countries, the eighteen year olds are 
steered directly towards the support system and early on learn to con- 
sume without working. 
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In modern democracies, the aspirations of governments are rising un- 
relentingly. This is reflected in the taxation level and in public expen- 
ditures as a proportion of BNP. In peacetime, one half should be the 
ultimate limit but Sweden reached 73% of BNP in 1993, a world re- 
cord. In 2006 the country had retreated to 52% but was still the global 
leader. A serious consequence is political inbreeding. Civil servants, 
government employees, pensioners, students and the unemployed con- 
stitute a majority of the electorate, which is reflected in the parliament. 
When society has socialized itself beyond a certain point it may be 
difficult or even impossible to break out of the vicious circle. The situ- 
ation is getting worse as the number of the elderly is increasing. 

A survey of the Swedish parliament in 2005 showed that 61% of the 
members were directly dependant on the public sector. Only 20% were 
close to business, the rest (19%) were indefinable. Among the women 
(45%) more then 70% had public connections. 6 

The main task of government is to establish a safe and predictable 
frame for value-creating plus-sum games, providing adequate scope 
for free enterprise. 63 To quote James Buchanan: “Government should 
lay down the rules but not interfere in the game” Petty supervision 
spiced with envy and distrust erodes societal creativity. After all, the 
government participates, via the taxman, up to a level of 50% in every 
private company. 

7.2 Business economics 

Business and politics should be kept apart as far as possible. A de- 
veloped economy hardly needs an active industrial policy, except a 
judicious financing of research and development. Government action 
may be induced by the lack of risk capital but, on the whole, industrial 
policy smacks of a planned economy. The global outcome is mixed, to 
say the least, with Singapore as an interesting exception. 

In Singapore, a moralizing Confucian administration has kept the 
small city-state on a tight rein and has successfully implemented an 
economic master plan. The rather forced political stability has facili- 
tated long-term strategic thinking, so far with little backlash. Grossly 
simplifying, one could maintain that China is emulating Singapore af- 
ter its depressing experience with a socialistic planned economy. 

METI (earlier MITI), the Japanese ministry for the economy, trade 
and industry, has also done its best to guide business, but the good 
advice has often fallen on deaf ears. In the early 1950s, MITI tried to 



